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PREFACE. 



In the year 1844 a bill wad introduced into the 
British Parliament, professedly for the Jefter regula- 
tion of the currency of the United Kingdom, and 
after considerable discussion, it was passed in both 
houses, received thd royal sanction, and became^ 
what it continues to be^ the law of the land. 

The promoters of this bill maintained that its 
adoption would serve "effectually to prevent the 
recurrence of thos^ commercial convulsions, those 
cycles of excitement and depression, which result 
from the alternate expansion and contraction of an 
ill-regulated currency." Its opposers, on the other 
hand, maintained, with equal confidence, that the 
adoption of the bill would make expansions and con- 
tractions of the currency more frequent than ever^ and 
would aggravate the very evils it was designed to cure. 
To the question. Who were right, and who wrong ? 
the catastrophes of 1847 and 1854, and the specu- 
lation thereto precedent, afford a melancholy answer* 

Those who rightly understood the measure, could 
not prevent its being adopted ; but they were able 
to obtain this concession, that if, on the expiry of 
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eleven years^ its working should have proved un- 
satisfactory^ it should then be in the power of her 
Majesty's Government to bring to an end the ar- 
rangement with the Bank of England which formed 
the basis of it. 

The specified period has now elapsed. The 
measure has been tried in the balance^ and has been 
found miserably wanting. The currency question is, 
therefore, once more practically an open one. As 
a subject involving the deepest interests of the com*- 
munity, it is the duty of every member of it to do 
what in him lies for its elucidation ; and in the dis- 
charge of this duty, the writer of the following pages 
offers them as his contribution. 

He believes that the currency system therein set 
forth will be found to effect all the important results 
which the Act of 1844 promised, but failed to accom- 
plish, and that it will be found to be most simple in its 
operation, and to be based on the only consistent theory 
of money that has ever been proposed. Should he 
prove to be right in this, he flatters himself he will 
have done good service to society ; while, should he 
prove to be wrong, his labour may not necessarily 
have been lost, and certainly will not be so, should it 
serve in any way to lead to a more enlightened in- 
vestigation and a clearer comprehension of a subject 
hitherto enveloped in much obscurity. 
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INTRODUCTION. 



ISTo one who has^ however cursorily, glanced over 
the commercial history of Great Britain during the 
last sixty years, can have failed to have had his 
attention arrested by one prominent and remarkable 
feature — I mean, the constant recurrence of periods 
of panic and convulsion; while the more close 
observer can equally little have failed to notice that 
these periods of convulsion form the boundaries — 
the ending and the beginning — of cycles, each 
embracing a series of phenomena, differing, it may 
be, in intensity and duration, but in their general 
character, and in their order of succession, forming 
exact counterparts of the phenomena which distin- 
guished the cycles that went before, as well as those 
that come after it. Indeed, that history seems so 
vividly to tell us, that not more surely does spring 
succeed winter, summer succeed spring, and harvest 
summer, to be followed again by the storms of 
winter, — than stagnation has succeeded convulsion, 
prosperity succeeded stagnation,* and speculation pro- 
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sperity^ to be followed in like manner by the ravages 
of distrust and panic^ — ^that one is apt to be led away 
by the notion that an analogy so remarkable indi- 
cates that the revolutions of the mercantile world 
are, like those of the seasons, part of the arrange- 
ments of Providence — evils the removal of which 
lies beyond the reach of man's power — evils fraught, 
it may be, with good which he cannot, in the 
meantime, discover— evils which his duty and his 
only course is to endure with patient submission — 
were it not that hope suggests the idea, and mature 
thought produces the conviction, that these evils 
form no part of God's arrangements, but derive 
their existence from human mismanagement, fostered 
and aggravated by the misapplication of human 
ingenuity. 

In the history of our commercial career, we find, 
first of all, a time of alarm and distrust; money 
scarce — ^perhaps unprocurable on any terms — cer- 
tainly only at an extravagant rate of interest; a 
rapid fall in the prices of all commodities ; numerous 
failures ; and suflTering, wide*spread and deep, among 
all classes of the mercantile community. Then we 
have a period of stagnation and inactivity. Then 
business revives, slowly and gradually ; till at length 
distrust gives way to confidence, and the mercantile 
and manufacturing classes begin to hope for better 
times. Their winter has gone by; their spring is 
nearly over, and summer is not far off. The winter 
of the merchant was the harvest of the millionaire. . 
But his turn of adversity has now come round. The 
winter of the moneyed capitalist is the spring and 
summer of the merchant. Formerly the cry was. 
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^^ Who will lend me money, on any terms ? " ISTow 
the cajse is reversed, and the cry is, " Who will bor- 
row my money ? who will give me any interest for 
the loan of it?" 

It has been said that commodities make markets for 
themselves. That may be, or it may not, but money 
does ; and we find, accordingly, that the plethora of 
money, by and by, comes to an end. That, however, 
takes time ; and the interval, though a period of little 
satisfaction to the owner of money, is one of rejoic- 
ing to the merchant and manufacturer. Interest is 
low; securities, which formerly no money-dealer 
would look at, are now eagerly sought after; and 
in place of the merchant soliciting his banker to 
grant him, as a special favour, such limited amount 
of accommodation as might be essential to the meet- 
ing of his engagements, contracted to the utmost of 
his power, his banker now exhibits pleasure at seeing 
him enter, expresses regret that such a small amount 
of his paper passes through his hands, and hopes that 
he will favour him with a larger share of his business 
in future. A request so kind and courteous merits a 
response, and in the majority of cases it is sure to 
obtain one. The merchant has every inducement 
to comply with his banker's wishes. Prices of all 
sorts of goods are low ; they must rise ; they are 
rising; they will continue to rise. 'Now or never 
is the time to make a fortune. The disposition to 
extend their operations prevails among every class 
of merchants and manufacturers : production is sti- 
mulated to the utmost : the capital of the country 
increases with unprecedented rapidity : the working 
population are all employed, at wages enabling them 
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to live in comfort: schemes of improvement are 
proposed and carried into effect : crime diminishes : 
benevolent enterprises are encouraged: the Chan- 
cellor of the Exchequer congratulates parliament on 
the increasing revenue : the newspapers point with 
exultation to the unparalleled amount of our ex- 
ports : the politician and the philanthropist rejoice 
together: croakers^ who would insinuate that the 
excitement which is witnessed around is not the 
exhilaration of healthy but the fever of intoxica- 
tion^ are silenced: and the whole external appearances 
of things are such as to indicate the existence of an 
almost universal prosperity throughout the land. 

But, suddenly, a change comes over the scene, and 
that which, but a little while since, was all bright- 
ness, is now all gloom. What means this ? Has 
the angel of death cast his thunderbolts among the 
people ? ]^o. Has earthquake or pestilence, ot 
sword or famine, blighted their energies ? ISo ; 
nothing of the sort has happened. What, then, has 
caused this change ? Listen ! Hear it in a whisper : 
" tell it not in Gath : publish it not in Askelon : '* 
the yellow metal is diminishing ! What ! the yellow 
metal diminishing ? Yes ! it has been declared, on 
credible authority, that that magic talisman, on whose 
presence depends the mercantile prosperity of the 
British people, has lately suffered serious diminution 
in its bulk ; and certain parties who have access to 
the cellar in which it is commonly believed to lie, 
have declared that whereas there were lately ten 
million pieces of said metal, the quantity is now 
reduced to seven million ; and no sooner does that 
become known to the community, than gloom covers 
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every countenance ; and over the length and breadth 
of the land the cry reverberates, '* The yellow metal 
b diminishing — suspend your operations ; " " The 
yellow metal is going — close your factories ; " " The 
yellow metal wiD soon be all gone — save himself who 
can.*' Distrust is awakened ; bankruptcy exists on 
every side ; factories are closed; industry is arrested; 
the workmen are scattered, and, forced to eat the 
bread of idleness, and, it may be, of charity, they 
meet in the streets and lanes, discuss the schemes 
of chartism and socialism^ and believe the dema- 
gogues who tell them that their distress is caused by 
combinations and conspiracies among the higher 
classes; but those who are better informed know 
that their sufferings have arisen from a short supply 
of yellow metal — in other words, that the collective 
wisdom of the British people, in parliament assembled, 
did, in the year of grace 1844, decree and enact that 
whenever the stock of a certain yellow metal, com- 
monly called gold/ in the vaults of the Bank of 
England, should fall below a given point, proceed- 
ings should forthwith be adopted, the inevitable 
consequence of which must always be to bring about 
calamities such as those I have now endeavoured to 
describe. 

Why should this be so? We plume ourselves 
on our advancing intelligence. When we read 
that, in times bygone, it was generally believed, 
not only by the vulgar, but by men of education and 
intelligence, that the precious metals alone consti- 
tuted wealth ; that the riches of a country were to 
be estimated by the quantity of them which it con- 
tained J and that, accordingly, the grand object to be 
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aimed at in the canying on of foreign trade was to 
increase the sto^ of them^ the importations of other 
commodities being discouraged, however ample might 
be the return they afforded for the articles given in 
exchange, and the exportation of native products 
being regarded as desirable only in so far as payment' 
was likely to be obtained for them in gold and silver — 
we readily see the absurdity of the notion ; we wonder 
that a delusion so apparant should so universally 
have prevailed ; we feel assured that had we lived then 
we would have seen its folly ; and we congratulate 
ourselves that we live in more enlightened times. 
But is it certain that we do not labour under delu- 
sions equally preposterous ? I fear it is not ; and I am 
strongly inclined to suspect that the views still very 
generally entertained among us, as to the possession 
of a large stock of gold being essential to the com- 
mercial prosperity of our country, are as absurd, and 
quite as destitute of any rational foundation, aswere- 
the theories of the buUionists x)f the seventeenth 
century. The difference between the views of these 
days and those of the present is a difference of degree, 
not of kind. Our forefathers thought that a nation 
could not possess enouffh of gold ; we think that a 
nation may have too much of its capital invested in 
that commodity, and are quite satisfied if, in these 
islands of ours, we have twenty or thirty millions or 
so of gold sovereigns circulating from hand to hand, 
with a reserve of ten or twelve, or, perhaps I should 
say now, fourteen or fifteen millions more lying in a 
vault in London to meet contingencies ; and we see 
no reason why, so long as this continues to be the 
ease, we should not manufacture goods, and build 
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ships to convey them to distant markets, and bring 
back other commodities in return — and^ in a word^ 
allow our business operations to proceed with life and 
energy. But no sooner does the said reserve come 
to be diminished in amount than the aspect of 
things changes. If it sinks to eight millions^ we are 
uneasy; if it sinks to six millions, alarm prevails; 
if it sinks to four millions, we are in despair ; industry 
is suspended ; our factories are closed, and our work- 
ing classes are left to eat the bread of idleness, and 
to brood over the schemes of chartism and revolution. 
I ask again — ^why should this be so ? I confess I 
cannot discover any sufficient reason for it. One can 
easily see that all this might be a natural enough 
consequence of a failure in our supply of cotton, or 
wool, or iron, or coal, or, to a greater or less ex- 
tent, of any of the great staples of our manufacture; 
but that an entire derangement of the manufac- 
turing industry of the nation should be made to follow 
as the consequence of a diminution in our stock of 
gold, the manufacture of which affords employment 
only to a very limited number of our population, 
and which is valuable only as an article of luxury, 
any more than it should be made to follow as the 
consequence of a diminution in our stock of indigo 
or cochineal, does indeed appear to be the result of a 
most strange delusion. 

This delusion has, I believe, derived its origin from 
mistaken notions as to the nature and functions of 
circulating medium ; and to arrive, if possible, at some 
distinct idea as to whether there is really any natural 
connexion between the commercial prosperity of the 
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nation and its possession of a certain quantity of 
gold, is the object aimed at in the present inquiry. 

In the prosecution of this inquiry, I propose to con- 
sider, first, the nature of capital and the nature of 
money ; the former of which we shall find to consist 
mainly of commodities, and the latter of which we 
shall find to be simply the instrument which men have 
agreed upon to facilitate the interchange of commo- 
dities : — the practical conclusion to be drawn from 
the whole being, that the quantity of money in any 
country should be neither more nor less than is 
required for the due discharge of that function. 

I propose next to explain the nature of money, as 
found among all existing communities, and to illus- 
trate the effects which flow from an increase or a 
diminution in the quantity of it circulating among 
any people. In the chapter to be devoted to this 
branch of the subject, I will take occasion to allude to 
various conflicting opinions advanced by different 
writers on the currency question ; and I hope to be 
able, to a great extent, to reconcile these with each 
other, by shewing that both sides are right, under 
certain circumstances, and that the cause of contro- 
versy has lain in this, that the writers in question 
overlooked the fact, that an increase of currency is 
followed under one class of circumstances by conse- 
quences entirely different from those that result from 
it under circumstances of a different character : — the 
practical conclusion from the whole being here, as 
formerly, that it is for the interest of every commu-y 
nity that the amount of money existing in it should 
bear one uniform relation to the necessity for it, as 
indicated by the amount of exchanges to be effected. 
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modified by the greater or lesser rapidity with which 
the money circulates from hand to hand. 

I propose next to inquire how far this character 
appUes to the currency systems now or heretofore 
existing in Great Britain; and it appearing^ as it will 
do, from a sketch of our commercial history for the 
last sixty years, that it does not apply, and that in 
the currency systems in question the true nature of 
money has been virtually lost sight of, the supplies 
of money being increased or diminished without any 
regard to the extent of the duties to be discharged 
by it, I will then proceed to explain the system, 
the adoption of which I have to recommend to the 
British people, as a system fitted to maintain one 
uniform and unvarying relation between the supply 
of money and the necessity for it, and a system 
under which scarcity and superfluity, redundancy 
and depreciation, would be alike impossible. 
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CHAPTER I 

CAPITAL. 

Gahtal is the term used to designate the stock of 
commodities^ having exchangeable value^ possessed 
bj an individual or a commmiity. 

To entitle anything to the name of capital^ it must 
possess, not utility alone, but also value in exchange ; 
and to enable it to acquire that, it must be distin* 
guished by difficulty of attainment ; without which, 
however great its intrinsic worth may be, it will not 
properly be included under that denomination. From 
this it may be inferred that Capital and Wealth are not 
exactly synonymous, and that the very excess of the 
latter prevents the commodities embraced in it from 
coming under the head of the former ; difficulty of 
attainment being as much an essential element in 
the idea of capital, as inherent value. Thus, water, 
so long as it is found in such abundance as to afford 
a supply sufficient for the wants of every one, is not 
capital ; and the owner of a fountain of the purest 
crystal may be unable to obtain anything in 
exchange for it. But let a drought come, and nis 
water will then acquire a market value ; while, if the 
drought be permanent, it may become a source of 
large income to him ; and in an estimate of the capi- 
tal of the nation, it will be set down as worth, it 
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may be, thirty years' purchase of its rental, and to 
that extent increase the capital of the people* So 
that the same cause that swells the capital, may 
diminish the wealth and the comforts of a nation. 

Generally speaking, the exchange value of any 
commodity is regulated by the amount of labour 
employed in the production of it ; that is, however, 
only on an average of years ; the exchange value of 
commodities being always regulated, for the time, by 
the relation existing between the supply of them 
and the demand for them* In other words, the 
ultimate regulator of the exchange value of an 
article is the amount of labour expended upon it, or 
cost of production ; while the immediate regulator is 
difficulty of attainment, or relation between supply 
and demand. 

Capital has been defined to be ^^ labour accumu-- 
lated." But the definition is not strictly correct, as 
some things possess great value, and are generally 
known as capital, on which no labour has been 
bestowed, such as land, waterfalls adapted to the 
driving of machinery, precious stones found acci- 
dentally oh the surface of the earth, and so on ; and 
it may, I think, with as great propriety be described 
as embracing every thing useful to the human race, 
and not existing in such abundance as that every 
one is able, without labour, to procure all of it that 
he may require. Whenever labour, in however small 
a degree> is required to fit the article for human use, 
and whenever it has been bestowed upon an article, 
that article becomes capital, and its value may, in 
general terms, be assumed as the value of the labour 
that has been expended upon it. 
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It is not my intention^ however, to enter upon any. 
detailed explanation of the nature of capital, — that 
being a matter fully, and generally correctly enough, 
treated of in all works on political economy. I wiU. 
therefore content myself with stating that, with 
exception of land, waterfalls, minerals, and other 
natural agents or powers, (as they have been termed,) 
CAPITAL CONSISTS OF COMMODITIES I and the points 
which I wish to bring prominently before the reader 
are these, that money is not capital, and that what 
is called moneyed capital, and what is called pbo- 
peetied capital, are one and the same thing, — ^the 
difference between the propertied capitalist and the 
moneyed capitalist being simply this, that while the 
former holds title-deeds of real or heritable property^ 
the latter holds mortgages; and while the former 
possesses personal or moveable property in his ware- 
house or store, the latter holds the personal obliga- 
tion of the former that he will account to him for a 
certain portion of its proceeds. 

But is it true that ''money is not capital?" 
Most undoubtedly it is ; and that it is so, may be 
proved by this, that if all the money in the United 
Kingdom were collected together, thrown into a fiery 
furnace, and there reduced, the gold, silver, and 
copper to ingots, and the bank-notes to smoke, the 
community at large would be neither the richer nor 
the poorer of it. Their convenience would be 
seriously affected by the want of naoney, but their 
wealth would not — all that was lost by one being 
gained by another. And neither would the wealth 
of the nation be diminished though all the bills, 
bonds, and other pecuniary obligations held by its 
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different memberB, were to be thrown after the 
money — special exception beings of course^ made of 
those which were payable by the people of foreign 
countries. 

Capital consists of commodities^ and from this 
may be seen what an utter misuse of language it is 
to speak of ^'capital seeking investment." Money may 
seek investment — that is^ may seek to be exchanged 
for commodities^ but all capital is already invested ; 
its being so being the essential condition of its 
existence. 

Is^ then^ an individual possessing £50^000 in the 
fiinds not a man of capital ? To say that he is a 
" man of capital " may not be very objectionable ; all 
that is meant by that expression beings that he pos- 
sesses a recognised claim on the British people for 
an annuity of £1600 or thereby, payable to him and 
his heirs for ever. But when it is said that, in his 
title to this annuity he ^^ possesses capital," or that 
the ^^ funds are capital," that is asserted which is 
utterly erroneous — the fact being, that it is no more 
capital than the dinner which the reader ate yester- 
day is capital, because it may happen to be that he 
has not paid for it. His obligation for the payment 
being presumed to be undoubted, it will appear as 
capital in the books of him who furnished it. But it 
is really not capital, any more than the national debt 
is ; and though they were both to be expunged, the 
community would be none the poorer. In the one 
case, the restaurateur would lose, but the reader 
would gain as much ; in the other case, the holders 
of the national funds would lose, but the nation at 
large would gain an amount exactly equivalent. 



Digitized by VjOOQIC 



) i CAPITAL. 

Is an individual possessing £10,000 in Bank of 
England notes, and having no debts to pay, not 
a man of capital ? Here, as before, there maj be no 
impropriety in saying that he is, but it would be 
quite erroneous to say that the bank-notes were 
capital. They may represent capital, in so far as 
they may have been advanced on the security of 
commodities pledged for their repayment, but in 
themselves they are not capital ; and though their 
destruction might be a source of loss to him who 
holds them as the representative of commodities in 
exchange for which he obtained them, and a source 
of gain to the shareholders of the Bank of England 
to a corresponding extent, the wealth of the nation 
would be neither increased nor diminished by the 
process ; which could not be truly said if the thing 
destroyed had been, not the bank-notes, but the 
commodities in exchange for which they were ob- 
tained — ^the reason being, that the latter constitute 
capital, which can never be destroyed without injury 
to the community, while the former do not. 

The Bank of England is said to possess a capital 
of fourteen millions sterling. Does its capital con- 
sist of commodities ? U o ; and in correct language 
the capital of the Bank of England, with exception 
of its " rest," is not capital, any more than the din- 
ner which the reader ate yesterday and did not pay 
for is such. What the Bank of England does pos- 
sess is a recognised claim on the British people for a 
perpetual annuity of £400,000 to £600,000 ; but the 
cancelling of this would no ways diminish the capital 
of the nation; and that which what is called its 
capital really represents, was all consumed in gun- 
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powder-smoke^ and other such things^ fifty or a 
hundred years suice. But though its own proper 
capital has no existence^ it comes^ through the opera- 
tion of the privilege of issuing bank-notes enjoyed 
by it^ to possess^ indirectly^ a large amount of capi- 
tal; — ^the way it does so being that its notes are 
given as receipts for gold deposited, or on loan to 
parties possessing real capital or commodities, which, 
though not given up to the Bank of England, are 
held for its behoof, the borrower being bound, in 
virtue of the obligation under which he obtained the 
notes, to return the notes, or to account to the Bank 
of England for a certain proportion of the proceeds 
of these commodities. And, accordingly, the bor- 
rower, in making up a statement of his affairs, may 
be presumed to put down on the one side the whole 
value of the commodities so held by him, and on the 
other side the amount for which he is indebted for 
the Bank of England notes in question; and the 
amount in which he is thus indebted wUl indicate 
the proportion of his capital or commodities which 
belongs temporarily to the Bank of England, while 
the difference between the two will indicate what 
proportion belongs to himself, or, in other words, 
will shew how much of the capital in question belongs 
to him as ^'propertied capitalist," and how much to 
the Bank of England, not as ^'monied capitalist," 
but in virtue of its privilege of issuing bank-notes. 

The Bank of Scotland is said to possess a capital 
of one million sterling. Does its capital consist of 
commodities ? To a great extent it does. To the ex- 
tent of £300,000, or thereby, the amount of its notes 
in constant circulation, it becomes, in same way as 
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the Bank of England^ indirectly a possessor of capi- 
tal ; that capital being, as it were, hypothecated to 
it (though it may be held by the borrowers of its 
notes) in security for the return of these fiotes ; but 
this capital is not, properly speaking, its own, but 
something found to it through the exercise of its 
privilege of creating money. Then, as regards its 
million of paid-up capital, and its say three millions 
of deposits, making in all say four millions, — 
suppose that three millions are lent out to merchants 
and other traders, then, the bills on which it was 
lent being presumed to represent real transactions — 
that is, to represent certain goods sold by the 
drawer to the acceptor of each bill cashed, or held for 
account of one or both of them — ^the capital of the 
bank consists to that extent of commodities, and 
thus is real capital. Suppose that £160,000 of their 
means are represented by gold lying in their safe ; 
then this consists also of commodities, and is real 
capital, too, though very unprofitably employed. 
But suppose, further, that, of the remaining £850,000, 
£500,000 is represented by government stock, and 
the other £350,000 by Bank of England notes 
lying in the hands of their London agents, then, to 
this extent their capital does not consist of commo- 
dities, and so far, properly speaking, is not capital at 
all. The former item represents a perpetual annuity 
of £16,000 or £16,000, payable by the British 
people, which, though saleable, is not capital ; but the 
latter consists of that which may represent nothing, 
being merely pieces of paper issued by the Bank of 
England, designated as money, but which, having 
been issued in excess of what the country requires for 
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the purpose of ourrenoy^ cannot be applied to that 
purpose. They are not capital^ B,nd, acoordmgly^ 
though they were to be burned, the national wealth 
would not thereby be diminished. 

If money be not capital, what is it ? Dr Samuel 
Johnson says it is ^' metal coined for the purposes 
of commerce ;" but Mr Hume has, with greater pro- 
priety, (seeing that it may consist of other materials 
as well as metal,) defined it as ''the instrument 
which men have agreed upon to facilitate the ex- 
change of one commodity for another."* Such 
being its nature, it will be observed that money 
bears the same relation to the commercial trans- 
actions of a community that tickets bear to the 
passenger traffic of a railway company ; and I 
think that I cannot better illustrate this than by 
means of the following extract from a book upon 
railways. The work from which I make the quo- 
tation is, I must candidly admit, not a work of 
authority, being neither more nor less than the 
'* History of the Glenmutchkin Railway," — a railway 
neither quoted in the share lists, nor laid down in 
the railway maps, but said to derive its existence 
from the brain of a talented northern professor; and 
the history being one chiefly designed to expose the 
system of getting up railways which flourished ten 
years since, though one is almost inclined to suspect 
that its author had an eye to " currency doctors" as 
well as to '* railway projectors.'' Truth may some- 
times be taught by fiction as well as by fact ; and I 
hope that the appropriateness of the illustration con- 

* " Essay on Money." 



Digitized by VjOOQIC 



18 CAPITAL. 

tained in the following extract will serve to the reader 
as a sufficient apology for its introduction : — 

'^ The railway being now in working order, and the 
engines, carriages, and trucks almost completed, it 
became necessary that the ticket question, which had 
formed the subject of so much discussion at the 
railway board, should be finally adjusted. 

" It was mentioned in a former chapter that Bob 
M^Corkindale, or Mr M'Corkindale, as he must 
hereafter be called, and as a man occupying the 
honourable position of secretary to the Glenmutchkin 
Railway deserves to be called, was essentially a 
speculative man — that is, in a philosophical sense. 
He had once got hold of a stray volume of Adam 
Smith, and for more than a week muddled his brains 
over the intricacies of the 'Wealth of ^Nations.' 
The result was a crude farrago of notions regarding 
the true nature of money, the soundness of currency, 
and the relative value of capital, with misty disser- 
tations on which he used - nightly to favour an 
admiring audience at ' The Crow.' This forum he 
had for some time abandoned, and the railway coun- 
cil board now formed the arena in which he exhibited 
his peculiar views on the various departments of 
political economy, which he considered bore most 
closely on the subject of railway management. 

"On the ticket question he was peculiarly elo- 
quent, — ^the great point which he aimed at being, that 
the tickets of the Glenmutchkin Eailway should be 
made of gold or silver, each ticket possessing in 
itself a value equal to the price put upon the jour- 
ney, whether for man, cattle, or goods, over which 
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the ticket was to form the title of conveyance for its 
owner^ or his goods and chattels. Aailwaj tickets^ 
he said^ were inoney^ bearings as they did^ the same 
relation to the traffic of a railway that money did to 
the traffic of a nation. The same rules should be 
applied to the one as to the other^ and he shewed 
that all the great political economists were unani- 
mous in their opinion that gold and silver were the 
proper materials from which money should be made. 
" His oratory, however, was unavailing ; and his 
proposal was unanimously rejected. So that the 
question of a metallic currency being disposed of, 
and paper or pasteboard being fixed upon as the 
material of which their tickets were to be constructed, 
it was only further necessary to arrange in what 
manner the tickets should be provided. Several 
firms, towards which the different directors had 
respectively a friendly feeling, were proposed as 
parties to whom this privilege should be entrusted ; 
and it was finally agreed that each of the following, 
namely, Inglis & Co., Bull & Co., Saunders & Co., 
and Patrick & Co., as well as some smaller concerns, 
should pay a given sum per annum to the railway 
company, and that, in consideration thereof, each of 
them should be entitled to issue as many tickets as 
they could find purchasers for, entitling the hol- 
der to conveyance of himself or his goods over the 
part of the railway named in the ticket. The rail- 
way company bound themselves to give the required 
accommodation to all parties presenting these tickets, 
in so far as they had it to give ; but they did not 
bind themselves to furnish 'accommodation beyond 
that, in as far as, though they had a sufficient num- 
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ber of engines^ carriages^ and trucks to supply any 
ordinary amount of conveyance^ it was impossible 
for them to foresee what extent of demands might 
some day or other be made upon them ; and, besides^ 
it was the duty of the houses who issued tickets not 
to issue them in excess of the accommodation which 
the company could afford^ as^ in event of their doing 
80^ they would^ no doubt^ be required by the disap- 
pointed purchasers to ^ give back the money/ 

" The way-bills were duly issued, stating the prices 
of tickets to and from all the different stations on 
the line^ and for isome time everything went on 
satisfactorily. But afber a while it began to be 
whispered abroad that some of the smaller houses 
were in the habit of selling tickets below the fixed 
prices; and it afterwards became evident that this 
was a true charge against them. The larger ticket 
houses were extremely indignant at this, and espe- 
cially Inglis & Co., who, from the central position 
of their shop, had always a great sale of tickets, 
and, in fact^ did more business in that way than all 
the other houses put together. The ground of their 
complaint was, that the small issuers made tickets 
BO abundant and so cheap, that their own regular 
customers were going past their door, and supplying 
their wants at the cheap shops. But though the lat^ 
ter increased their issue, and reduced their prices, 
solely with a view to their own profit, they occa- 
sionally found that the loss overbalanced the gain ; 
for however low might be tlie prices at which they 
sold the tickets, they were all marked at the regular 
scale prices ; and the consequence was, accordingly, 
that when the people who bought them found on 
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arriving at the railway station that there wa6 no 
accommodation to be had in exchange for them, 
they frequently returned to the shop where they had 
purchased them, and demanded back their money-*- 
not what they had paid, which they were &irly 
entitled to, but the whole price marked upon the 
ticket. So numerous were the demands of this sort, 
that more than one of the small issuers found 
themselves in a fix, and were under the necessity of 
Maying down the barrow,' — ^that being the meiar* 
phorical language used in the West to express the 
idea of ^ calling a meeting of their creditors*^ 

^^ When this had taken place on a few occasions^ 
there was a loud outcry of dissatisfaction, every one 
holding a ticket for which he could not get back his 
money, very properly looking upon himself as an 
ill-used individual ; and whereas, previously^ Inglis 
& Co. were little sympathised with when they com- 
plained that their business had been taken from 
them, now all these unfortunate ticket holders were 
disposed to join with them in vituperating the 
existing system, and calling for a change upon it. 

^This feeling had become so prevalent, that it 
was found necessary, at the next general meeting of 
the company, to bring the matter under review* 
It was admitted on all hands that the then existing 
system had not worked well ; but how to improve it 
was a point on which unanimity was not so easily 
arrived at. The partizans of Inglis & Co* were very 
desirous that all liie other firms should be put down, 
and that they alone should, in future, have the pri^ 
vilege of issuing railway tickets ; and they asserted 
with great vehemence^ that so long aa they had any 
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rivals^ tickets would vary in price; while^ if they 
alone had the privilege of issuing^ they would arrange 
so nicely, that the right supply of tickets would 
always he obtainable, and no more. Their opponents 
denied all this ; and asserted that Inglis & Co. had 
exhibited no more skill in the management of their 
business than any of the other large ticket houses ; 
that it would be a great injustice to take the business 
from the latter to swell their profits ; and that if the 
business were to be taken from one, it should be 
taken from all, and be managed by the company 
itself. This last hint met with violent opposition ; 
and it was said that no railway company that had 
ever undertaken the management of its ticket depart- 
ment had managed it well ; though no reason was 
given why, because some railway companies had 
mismanaged their business, therefore the Glen- 
mutchkin Railway should do it also. 

" Finally, it was proposed that, in Aiture, with the 
view of guarding against the undue cheapening of 
tickets, each of the firms should be allowed to issue 
a fixed number of tickets ; but that, however great 
the demand might be, beyond that number they 
should not be allowed to pass. It was urged against 
this, that the trade of the district was increasing ; 
that increased accommodation for traffic was indis- 
pensable ; and that, in fact, additional engines, car- 
riages, and trucks had been ordered, and would, by 
and by, be ready to be placed on the line, — ^so that 
by thus putting a limit to the number of tickets that 
should be issued, they might expose both the rail- 
way company and the people of Glenmutchkin to 
inconvenience and loss. The proposal, however, was 
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seconded^ and supported by various talking members; 
and though the more sagacious shareholders saw 
clearly that the thing would not work^ the orators^ 
by means of their great volubility, combined with a 
judicious use of long^ high-sounding words, to which 
neither they nor their auditors attached any distinct 
ideas, managed to create an impression among the 
shareholders that they were mightily clever fellows ; 
and the majority came to the conclusion, that the 
question of railway tickets, though it appeared simple 
enough when viewed apart from the lectures deli- 
vered by these gentlemen, must really be one of a 
very intricate character; that none but political 
economists could see through it ; that as they were 
not political economists, it was not to be supposed 
they should ; and that, accordingly, it was their duty 
to give their support to the measures proposed. 
And some believed that the measure would answer 
the purposes it professed to serve, but some doubted ; 
and the experience of a very short time was sufficient 
to prove that their doubts were well-founded. 

"About the time when the new arrangement 
came into operation, there happened, somehow or 
other, to be no great demand for railway tickets. 
They became, indeed, quite a drug in the market ; 
and Inglis & Co., who before had always made 
strong opposition to any reduction in price, seeing 
no other way of bringing customers to their shop, 
announced a great reduction in the price of railway 
tickets. The excessive cheapness induced a wonder- 
ful amount of travelling ; and the least inducement 
in the way of business or pleasure was sufficient to 
take people along the line, so that things had quite 
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a bustling appearance^ and everybody was delighted 
with the flouriihing state of affairs. Inglis 6c Co« 
reasoned well. They said^ ^ We hare the privilege 
of issuing a certain number of tickets ; at present 
there is no demand for them at the^ regular prices ; 
but by offering them cheapo we will create a demand ; 
and in the meantime it is better for us to sell a good 
number of tickets^ even at a low price> than by 
standing out for a high price to limit our sale*' 

^' But the Gamlachie hit was now at hand. The 
number of travellers and the quantity of goods to 
be sent along the line was greats and the denumd 
for tickets was in proportion th6reto> and^ as turned 
out to be the case» &r in excess of the number that 
all the ticket houses together were allowed to ftuv 
nish. The people^ in their anxiety to procure tickets 
to entitle them to pass themselves^ or to send 
their goods along the line> crowded round the doors 
of the shops where they were to be sold; and such 
was the anxiety to procure them> that there was 
scarcely any price that could not be got for railway 
tickets* Knowing that whatev^ the demand might 
be^ only a limited number could be issued^ the notion 
became general that the stock would soon be ex^ 
hausted altogether^ and that neither for love nor 
money would it be possible to get them ; and the 
consequence was» that numbers of peopie> who had 
money to spare> went away and bought parcels of 
tickets^ that if any unforeseen contingency should 
occur to caU them along the line, they should not 
be prevented by want of them from obtaining rail- 
way accommodation* 
^^ The prognostications of those who foretold that 
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the plan would not work well, were now called to 
recollection; and not a few taunts were thrown in 
the faces of those by whom it had been proposed^ and 
on the faith of whose brilliant representations the 
shareholders had been induced to adopt it. These 
gentlemen^ however^ not being troubled with 
modesty^ denied that there was anything wrong ; 
and asserted thaty on the contrary, the system had 
worked admirably, and that the real evil was not a 
want of railway tickets, as common people thought, 
but a want of railway accommodation. Kow, if 
they had contented themselres with making long 
speeches, and introducing into them long unmean- 
ing words, so as to bamboozle the people, the latter 
would have submitted quietly ; but to be told that 
there was no want of railway tickets, and that there 
was a want of railway accommodation, was provoking 
in the extreme, — it being a fact perfectly well known, 
that people with plenty of money in their pockets^ 
and willing to give almost any price, had applied at 
aU the principal shops without being able to get 
them ; and that, on the other hand, every one who 
had a moderately good natural vision, or who, want- 
ing that, was disposed to take the trouble of putting 
on a pair of spectacles, had hourly demonstration that 
the statement as to want of accommodation was 
untrue, — there being no want of railway accom- 
modation, as was proved by the fact that not a pas- 
senger train left without empty seats in some of the 
carriages, and not a luggage train left that could 
not have taken a considerable quantity of additional 
goods. 

*^ When the £sur was ov^, the scarcity of tickets 
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was over too^ and they became again as abundant 
and as cheap as ever ; and so continued till the next 
fair came about^ when the whole scene of agitation 
above described was again exhibited^ forming every 
time it did come round a source of much loss and 
annoyance to all the traders who had occasion to 
travel or send goods along the line. For it was 
constantly observed that nobody could say one day 
what would be the price of railway tickets the day 
after. It is true^ they were generally cheap enough ; 
and indeed there is no denying that they were^ for 
the most part^ unnaturally cheap^ and much more 
so than they would have been under a better system. 
But the grand evil was^ the unceasing fluctuation^ and 
this was constantly leading people into trouble. For 
example^ suppose a grocer sold a hogshead of sugar^ 
or a distiller a cask of whisky^ to be delivered at the 
other end of the line by a certain day^ he was very 
apt to suppose that tickets entitling to the carriage 
of goods would continue at the low rate at which 
they were when he made the sale^ and he calculated 
his price accordingly. But every now and then 
tickets rose to double their usual levels and some- 
times were not to be got at any price ; and the 
consequence was^ that^ in a great many cases^ the 
whole profit made on the transaction was swallowed 
up by the advance in the price of the ticket for the 
conveyance of the goods ; and sometimes^ from the 
impossibility of getting a ticket for any sum of 
money^ the goods could not be sent at all ; and so the 
seller was unable to make delivery at the stipulated 
time^ and thus his credit and character for punc- 
tuahty were lost^ and many respectable traders were 
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ruined on every occasion on which these ticket panics 
came round. 

'^This system had continued for a pretty long 
time^ and its promoters congratulated themselves on 
their ingenuity in devising it^ and pronounced it to 
he a heautiM system ; while the more intelligent 
part of the community^ who had had no hand in the 
getting of it up^ pronounced it to he an execrable 
system ; and the rest of the community sat patiently ; 
they had doubts of its goodness^ but they did not 
understand it^ and equally little did they feel dis- 
posed to take the trouble of trying to understand it ; 
and so they contented themselves with repeating the 
wise sayings ^What can't be cured^ must be en- 
dured;' when^ one day^ a director of the company 
received a letter^ of which the following is a 
copy: — 

" 16 PUDDOCK Row, 

^ Camlaohie, 22(2 Aufftut, 

"Sir, — In case it may not have come to your 
ears, I think it my duty to inform you that the 
management of the ticket department of the Glen- 
mutchkin Eailway is giving very general dissatisfac- 
tion ; and though no blame is attachable to you, or 
any of the other directors, seeing that the system 
was adopted before you or they came into office, it 
would be a good thing were you to repeal that sys- 
tem, and get a more rational one in its place. 

" The present system is mischievous in two ways — 
in making tickets ridiculously cheap at one time, 
and in making them preposterously dear at another; 
and the plan that I have to suggest for getting rid 
of all that is just this, that you should withdraw the 
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privilege of issuing tickets from Inglis & Co., Bull & 
Co., Saunders & Co., Patrick & Co., and the whole 
lot of them, and take in hand the providing of tickets 
yourselves. 

'* You will get a parcel printed very cheap ; and 
having got them, all you have to do further is to put 
them into a drawer; give them in charge to an 
honest man ; let him sell them at one fixed price 
to ail who come for them with ready money, and let 
him account to the directors for the proceeds. 

'^ If railway accommodation should happen to run 
short, let the people he told that, and they will be 
satisfied ; but nothing so provokes a man wanting to 
go along the line, and seeing an empty carriage 
leaving, as to be told that he can't be taken, because 
the stock of tickets has gone done. — I am, sir, your 
obedient servant, D. Campbell. 

" The letter was in due course brought before the 
directors, and then before the shareholders ; and the 
general impression was, that the plan recommended 
in the letter was a plain common-sense affair, and 
that it would be a vast improvement on the old sys- 
tem. But the concerns who held the contracts for 
issuing tickets disapproved of it in toto, and said that 
the public would never be so well supplied by the 
company as they had been by them; while the 
friends of Inglis & Co., who were numerous and 
influential^ made special opposition to it, because, 
looking at the bad working of the system still 
prevailing^ they had been long looking forward to a 
change, and they were very sanguine that at no dis- 
tant date they should realise their long-cherished 
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hope of getting the whole ticket business into their 
own hands. The services of the orators were called 
into requisition^ and sundry lengthened and brilliant 
orations were delivered^ their general aim being to 
humbug the shareholders, who were told that the 
proposed plan was a mere novelty, unsupported by 
experience, and that to throw aside a system which 
had not only been long tried and been long found to 
work successfully, but had obtained the sanction of 
all the great political economists, would be to expose 
to jeopardy the interests of the Olenmutchkin Bail- 
way. 

'^The orators and their backers, the political 
economists, had, however, been brought down a peg 
in the estimation of the shareholders. !N'one of 
them could close his eyes to the fact that the system 
on which the company had been acting for some 
time, and from which the orators had predicted such 
satis&ctory results, had proved not only very bad, 
but even worse than the one it had superseded ; and 
knowing how ill it had worked, and, at same time, 
hearing the political economists lauding it to the 
skies as the best system that could be. found, they 
arrived at the conclusion that the political econo* 
mists knew much less than they pretended, and that 
as they (the shareholders) had always before allowed 
themselves to be led by the political economists, 
even in opposition to their own judgment, while no 
good had come from their guidance, they would, on 
the present occasion, take common sense as their 
guide, in place of political economy ; and the conse- 
quence was, that after much discussion, and much 
prophecy of evil from its adoption, a maj<Hity both 
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of directors and shareholders voted in favour of the 
new plan. 

" The new plan was adopted accordingly. It has 
continued without change down to the present day^ 
and it has heen found to work very smoothly and 
satisfactorily. Sometimes there has been rather an 
over supply of railway accommodation^ but tickets 
have never been allowed to fall below the regular 
price ; and though people sometimes compare this 
with the old system, when they occasionally got 
them for half the money, and express a wish that the 
grand old days of cheap tickets were back again, no 
honest trader really regrets the change, for they all 
know that these low prices did not pay the issuers ; 
and they have the further satisfaction of knowing, 
that if they never get tickets so cheaply as they used 
sometimes to do, they never need to pay so much for 
them as they had to do on other occasions. It is 
also true, that now and then there has been a positive 
scarcity of railway accommodation ; and when that 
has happened to be the case, railway accommodation, 
and, of course, railway tickets, too, have risen some- 
what in price. This, however, has very rarely hap- 
pened, for the company have a good business, and 
never a year passes over without their increasing 
their stock of engines, carriages, and trucks ; so that, 
though the trade of the district is extending daily, 
the accommodation is extending in an equal degree; 
and when there is an actual want of accommodation, 
all people have sense to see that this is nobody's 
fault, and that it is quite a diiSerent thing from what 
used to be the case at every fair, when, without any 
actual scarcity of accommodation, people were turned 
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away from the ticket shops with the reply that their 
tickets had gone done. Indeed, the only parties who 
have ever seriously complained of the new system, 
are those who call themselves * knowing fellows/ — a 
set whom the soft-lipped call ' speculators/ and the 
plain speakers call 'gamblers.' Formerly, these 
used to make considerable sums of money very 
quickly, through means of the constant fluctuations in 
the value of railway tickets, which they managed, by 
raising money on what is called * wind-bills,' to buy 
up in quantities when they knew that a fair was 
approaching. Indeed, it was observed that more 
fortunes were made by these generally lazy fellows 
than by their honester neighbours, who stuck to their 
legitimate business ; though it was also true, that for 
every one that made a fortune, there were half a 
dozen who lost one. But this did not cause them 
much concern, there being this material point to be 
kept in view, that the fortunes made were all their 
own, while those lost were (generally speaking) all ^ 
their neighbours', few of them having much of their 
own to lose. At one time, this system of speculating 
was considered very disreputable; but, latterly, it 
came to be nothing thought of, and people became so 
accustomed to it, that few could see any difference 
between the man who 'boldly dared' to make a 
fortune by one great adventure, and failing, paid 
2^. per pound, and the honest trader, who, having 
trusted this speculator, and having got only twopence 
farthing as payment in full for every pound's worth 
of goods he sold him, was obUged to suspend pay- 
ment. 

"JlSTow, however, things are entirely changed. 
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Nobody makes money by gpeculating in railway 
tickets. But half of the hazard that used to attend 
business has disappeared. Everybody can rely on 
getting the railway accommodation he may require 
at the same price it bears to*day^ or a mere trifle 
above it^ though it should be six months hence ; and 
the eflfect has been to produce a decided improve*- 
ment in the character of the people trading along 
the line. Those who are making money come to 
think there may be some chance of their keeping it ; 
while before^ what between^ on the one hand^ the 
constant fluctuation in the charge for conveying 
their goods^ the rise in which often took away their 
whole profits^ and, on the other, the constant risk 
they were exposed to of making bad debts, through 
the failure of the gamblers, — they saw that the 
chances of losing were pretty considerably greater 
than those of their keeping what they had made or 
might make ; and the consequence was, that a system 
was very generally acted upon of spending all they 
earned, — a course they were flirther induced to fol- 
low from an ambition not to be eclipsed by the 
speculators, who, being for the most part reckless 
fellows, spent as fstst as they made, and, sometimes, 
a good deal &ster.'' 

I think no one can read the above sketch without 
observing the very striking analogy between the re- 
lation which tickets bear to the traffic of a railway 
company, and that which money bears to the com«- 
mercial transactions of a nation; and, further, 
between the successive systems of issuing tickets 
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adopted by the said railway company^ and the suc- 
oessive currency systems adopted by the British 
people. 

Firsts tbare is the proposal that all the tickets 
should be made of gold or silyer* This plan the 
railway company seem to have negatived, on ac- 
count of its evident absurdity ; and yet the absur- 
dity of using gold or silver for railway tickets is not 
a bit greater than that of using it for money, the 
only difference b^ing that we have been accustomed 
to the one, and not to the other. 

Thpn, the system adopted of allowing a number of 
diff^r^nt firms tp issue as many tickets as they could 
get sold, without reference to the accommodation 
afforded by tli^ railway, bears a considerable resem- 
blance to the system which existed in this country 
j^ior to 1844, and which permitted every one to 
is^ue banki-not^s to any extent to which he might 
be abl^ to get people to pay him interest for the 
loaa pf them, without reference either to the want of 
the eountry for the notes, or to the ability of the 
issuep to fulfil the conditions on which they wore given 

While the system uext adopted of allowing a 
certain fixed number of parties to issue at all times a 
oertain number of tickets, without reference to the 
want existing for them, and without any power of 
increasing the number, however much the demand 
for railway accommodation might increase, and 
however much the powpr of the railway company 
to a^rd accommodation might increase along with 
it, spems to bear a very close and striking resem-.- 
blanop tp the purrency-bill pf 1844, which provided, 
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in like manner^ that the privilege of issuing bank- 
notes should be confined to a certain fixed number 
of banks ; that they should be allowed at all times to 
issue to a specified amount^ but that beyond that 
amount they should not issue, in however great a 
degree the capital and trade of the country might 
come to be enlarged, or in however great degree the 
necessity for circulating medium should increase from 
any cause. 

The error which, under these systems, the railway 
company committed was that of viewing the tickets 
as something different from the mere means of faci- 
litating their traffic arrangements, and, consequently, 
issuing them, or allowing them to be issued, without 
reference to the extent to which they were required 
for that purpose. And, in like manner, the error 
which has pervaded all the currency systems which 
have hitherto existed, is that of regarding money as 
something different from the mere instrument which 
men have agreed upon to facilitate the exchange of 
one commodity for another, and, consequently, 
allowing it to be issued without reference to the 
extent to which it is required for conducting the 
transactions of commerce ; and I believe that the 
error thus fallen into has been productive of a 
greater amount of evil to mankind, and especially to 
the Anglo-Saxon race on both sides of the Atlantic, 
than any other error of opinion that the world has 
seen. 

!N"o railway company ever committed such blun- 
ders in its ticket system as those described in the 
foregoing quotation ; and we may rest quite assured 
that, if such a thing were possible, as that the nations 
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of Europe or America could have arrived at their 
present stage of enUghtenment without the use of 
monej^ and that the proposal were to be made that 
money should be adopted as ^'the instrument for 
facilitating the exchange of one commodity for an- 
other/* the system that would be adopted would not 
be a system such as that now universally existing, 
which makes money at one time abundant^ beyond 
what the wants of commerce required^ and at another 
time scarce^ as compared with that ; but would be a 
system exactly such as that ultimately adopted by 
the foresaid railway company — ^that is, a system 
which should regard money in its true Ught — not as 
a thing whose abundance is to be regarded as a 
national blessing, whose scarcity is to be regarded as 
a national calamity, but as a thing to be provided 
exactly in such quantity as may be necessary to 
admit of its rightly discharging the fimction it is 
designed to serve, and which should regard any 
deviation from that exact supply as utterly discredit- 
able to the institution in whose mismanagement it 
should originate. 

And I think we may also conclude, that the system 
that would, under such supposed circumstances, be 
adopted, would not have its execution entrusted 
to private companies, but would have that placed in 
the hands of government as a most sacred duty. It 
appears to me that there are two grand functions 
devolving on the government of every country : the 
one to provide for the protection of the Uves and 
properties of its people, and the other to provide a 
proper currency system — ^functions, the discharge of 
which cannot be delegated without injury to the 



Digitized by VjOOQIC 



36 CAPITAL. 

community. Let their ships of war be built by con- 
tract; let their artillery, their muskets, their gun- 
powder, be made by contract; let their military 
railways be constructed by contract ; let their armies 
be victualled by contract,— and they will all be done 
better and cheaper than government can do it for 
themselves ; but the supplying of money is the thing 
above all others which government can do better 
than any private institution can; and which, aqcord- 
ingly, it is their duty to place under government 
control and maniagement. 

Having now explained what capital is, and also 
what money, in the abstract, is, I will proceed in the 
next chapter to describe the origin and progress of 
that peculiar kind of money which still universally 
prevails; to explain how an increase in its quan- 
tity affects the community among whom it occurs ; 
and to point out the enornjious amount of 0vil to 
which society, in all commercial countries especially, 
has been exposed through fluctuations in its amount* 
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MOKET. 



In the infancy of Bociety, when each family may 
he supposed to have produced all that was required 
for the consumption of its members^ there would be 
Uttle exchange of commodities. But when it came 
to he observed that different individuals excelled in 
different departments of labour ; that one displayed 
greater skill in the fabrication of bows and arrows ; 
a second surpassed his neighbours in dexterity as a 
hunter; a third exhibited greater expertness as a 
fisher; while a fourth was distinguished for- his 
superior talent in raising the fruits of the earth, — the 
one would find it to be for his advantage to devote 
his whole time to the fabrication of bows and arrows ; 
the other to hunting; the other to fishing; the 
other to agriculture, and so on, — each trusting to his 
neighbour to supply him with certain articles neces- 
sary for his subsistence ; and his neighbour, on the 
other hand, trusting to him for the supply of the 
particular articles, to the production of which he 
applied his industry. 

During the first stage of commerce, the exchanges 
between the different members of the community 
would consist simply of the barter of a certain quan- 
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tity of one commodity for a certain quantity of some 
other commodity ; the principle regulating the pro- 
portions in which these would exchange for each 
other being, no doubt, that a quantity of any one 
thing, the production of which might form the result 
of an average day's labour, should be regarded as the 
equivalent of such quantity of another thing, as 
should also form the result of an average day's 
labour, the labour in both cases being equal, or nearly 
so, in point of exertion or danger. 

But when the number of exchanges came to be 
increased, the inconvenience of this mode of eflfecting 
them would be found so excessive, that men's in- 
genuity would be employed to devise some means of 
simplifying their transactions, and the next step 
would be to fix upon some article held in general 
esteem, which should both form a standard by which 
to describe the relative values of different commodities, 
and a medium through which the exchanges should 
be effected. Among diflferent peoples, different 
articles have been selected for this purpose: iron 
among the Spartans, cattle among the Eomans, bars 
of salt among the Abyssinians, cowries among the 
l^egroes, &c. But the articles that have invariably 
been adopted by all nations who have reached any 
advanced stage of civilization, (and who have not 
adopted that more refined or scientific currency, 
which reason points to as the more perfect monetary 
system,) are gold and silver, the superiority of which 
for such purpose, over all other commodities, is evi- 
dent. An ox might be large or small, fat or lean ; 
a bar of salt might be impure ; cowries might vary 
in size, — but gold and silver, if unalloyed, are always 
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the same in quality ; they are minutely divisible, and 
they unite great value with small bulk. 

At first, gold and silver were exchanged for other 
commodities by weight, and merchants would, doubt- 
less, in these early days, as they now do in China, 
where a great part of their transactions are still 
carried on in barter of silver bullion against other 
goods, find it necessary not only to ascertain the 
quantity of metal by weight, but to test its purity 
by some mode of analysis. This would, of course, 
be attended with much inconvenience, as well as 
great danger of having impure metal passed for 
what was unalloyed ; and as a means of remedying 
these evils, whenever governments have come to be 
established in any country, they have generally taken 
charge of coining the precious metals, or dividing 
them into small portions, on which a stamp is 
impressed, certifying both as to the weight and as to 
the purity of the coin- 
Gold and silver, when so coined, came to be called 
money ; and no one can fail to see how great an im- 
provement the adoption of it is on the rude system 
of barter originaDy prevailing, and how much the 
introduction of it into any community must have 
tended to promote its commercial prosperity. 

The use of gold and silver, however, for this pur- 
pose, is attended by many drawbacks, one of the 
chief of these being the great expense which it 
entails : first, in the loss arising from the tear and 
wear of the coins ; and, second, in withdrawing from 
productive employment an amount of capital equal to 
the exchange value of the metal so employed. And 
with the view of remedying these, modern ingenuity 
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has invented bank-notes^ designed^ in the first in- 
stance, only to save the tear and wear of the metal, 
but, afterwards, to dispense with it almost altogether. 
In the former case, each bank-note put into circu- 
lation represented a portion of gold or silver, corre- 
sponding with what was named in the note, actually 
stored in the coflFers of the issuing bank ; but in the 
latter case, notes are issued greatly in excess of the 
amount of these metals in possession of the issuers^— ^ 
thus not only saving tear and wear, but leaviiig for 
investment in productive capital all attiount of gold 
and silver eqtial to the difference between thd amount 
which the whole paper issued is held to represent, 
and the amount really held by the issuers. 

These notes form an exact counterpart of what 
are known among merchants, as " dock-wartants," 
or "delivery-orders." They certify to the bearer 
that, should he desite it, he may, in exchange^ re- 
ceive a certain quantity of the merchandise named 
in thetn, whether tea, or tobacco, or pig-iron, or 
the like; and so the bank-notes certify that the 
holder may obtain> in exchange, a Certain quantity 
of gold or silver. 

As already mentioned, the advantage to any 
community from the introduction of such a system 
of paper money is very great, iti as fat as it disen- 
gages and leaves available for investment in pro- 
ductive capital the whole, or a certain proportion, of 
the gold and silver formerly used as circulating 
medium ; and though the amount required for that 
purpose in any country generally bears but a small 
proportion to the capital of the country — the ca- 
pital of the United Kingdom, for example, being 
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estimated at about £5>000,000^000 stdrling, whild 
the whole drculating medium^ including gold, 
silver, and bank-notes, is supposed to be only about 
<£60,000,000 or £70,000,000 sterling, or little more 
that! one per cent, on the capital — still the saving is 
considerable. Thus, in Great Britain^ where the 
bank-^iiotes in circulation not represented by gold 
amotiht now to about <£32,000>000, the saving to 
the nation at large from the use of them, in the 
place of gold, can hardly be estimated at less than 
£1^920,000 per annum,— being amount of profit, at 
rate of six per cent, per annum, likely to be derived 
from the employment of the capital which the gold 
thus liberated may be presumed to have been ex- 
changed for. And wef e the whole of the gold still 
circulating in England to be withdrawn, and its 
place to be supplied by paper, as it is in Scotland, 
and as it might be, very much to the convenience 
of all who have to handle money in the former 
country, it would produce a still further saving of 
from £1,800,000 to £2,400,000 per annum, accord- 
ingly as the amount of gold so circulating or held 
by banks may be more or less than £30,000,000 
or £40,000,000. 

This estimate of the saving at six per cent, per 
annum is certainly not an. exaggerated one, — ^leaving, 
as it does, little more than two per cent, as annual 
profit from the employnient of money, in addition 
to the interest usually paid for the loan of it. 

It is worthy of remark, that, while the adoption 
of an exclusively gold currency in place of a partly 
paper one, in the United Kingdom, would entail an 
^xtra loss on the nation of about £1,920,000 per 
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annum^ no one would be sensible of the portion of 
loss bome by himself, — the loss being divided among 
the whole population exactly in proportion to th© 
number of gold coins each individual might, on an 
average, be accustomed to have in his possession. 
And so, when a paper currency is used, in place of 
a metalUc one, the gain which accrues to the issuers 
is, in like manner, contributed by every member of 
the community exactly in proportion to the number 
of the notes he may, on an average, be accustomed 
to have in his possession, — ^forming a tax which 
every one above the very poorest class pays more or 
less of, and which, at same time, every one is utterly 
unconscious of paying. It seems, therefore, strange 
that, in the difi&culty that exists with our govern- 
ment, of finding suitable subjects of taxation, this 
should have been so long overlooked, or, rather, 
should have been, with such unaccountable li- 
berality, handed over as a perquisite to those bank- 
ers and banking companies who have obtained the 
privilege of lending the people paper ^ in exchange 
for their gold, and of charging the people interest 
for the loan of said paper, — a Uberality for the jus- 
tification of which it would be diflBcult to find any 
better argument than the one which will, no doubt, 
be made use of by the shareholders of the Bank of 
England, and all the other banks of issue through- 
out the kingdom, when the privilege of issuing notes 
comes to be taken from them : " We and our pre- 
decessors have been accustomed ior a hundred and fifty 
years back to lend the British people our paper, and 
to charge them £1,000,000 per annum, or thereby, 
for the loan of it; and if they refuse to take our 



Digitized by VjOOQIC 



MONET. 43 

paper any more, and resolve to keep in their own 
pockets the millions we have been accustomed to 
divide annually amongst us, it will prove to us a 
heavy blow and great discouragement.'' And no 
doubt of it ; but it is to be hoped the advancing 
intelligence of the British people will demand more 
cogent reasons for sanctioning the continuance of a 
system which deprives the nation at large, for the 
benefit of any body of individuals, however estima- 
ble they may be, of an annual sum equal to a fiftieth 
part of the whole national revenue. 

But independently of the expense^ there is ano- 
ther and a far stronger objection to the use^ as 
money, of gold, or any other commodity ^ or article 
possessing intrinsic value, viz., that every such ar- 
ticle is subject to variation in quantity, so that it 
cannot maintain that uniformity in value, or that 
uniform relation to the extent of duties to be per- 
formed by it, which is essential to a proper currency 
system : an objection that applies with equal force 
to a system of paper money in which the quantity is 
made to fluctuate as a metallic currency would do. 
Such a system may save expense, but it must still 
leave the country that adopts it a prey to all the 
evils that result from a constautly fluctuating stand- 
ard of value. 

It will be observed, however, that though the 
name of "money'' is applied to coins, or paper, 
such as I have now been treating of, the trade con- 
ducted through means of them is still only barter. 
One man barters his cattle for gold, another barters 
his gold for grain — the intrinsic value of the gold 
being in the one case regarded as equal to that of 
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the grain, and in the other to that of the cattle : 
and in countries where the governments do not 
possess the most undoubted stability, and where 
perfect security of property does not prevail, it 
seems to be the best form in which the operations 
of trade can be conducted, though in itself a com- 
paratively rude contrivance, not more remarkable 
for its superiority to the direct barter of the sa- 
vage, than for its inferiority to the abstract idea 
of money, regarded simply as an ''instrument 
which men have agreed upon to facilitate the 
exchange of one commodity for another, " * and 
not as a thing possessing inherent value, or as 
specially representing any one thing which does 
possess it. This pure idea of money seems, indeed, 
only once in the history of the world to have been 
fairly carried into practice. The Carthaginians, we 
read, used for money pieces of leather bearing a 
stamp, impressed by the government, shewing the 
value for which each piece was to pass. Whether 
the value of each piece was determined by its being 
made to represent a definite quantity of grain, or 
gold, or silver, or other specific commodity, as bank- 
notes now are ; or whether the pieces of money were 
regarded as mere tickets or tokens, representing a 
given value of any commodity, the relative value of 
different commodities being already recognised, and 
being fixed according to the estimation in which 
they were respectively held, we have indeed no 
certain means of knowing; but in the absence of 
positive information to the contrary, and looking at 
the high commercial character of that people, we are 

* Hume's " Essay on Money." 
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warranted in believing that their famed leather- 
money did not consist of mere receipts for gold, or 
silver, or other articles, fluctuating in amount as these 
commodities might happen to be abundant or scarce, 
and consequently subject to all the changes which their 
greater or less abundance might produce on their 
value; but formed a currency of a more scientific 
character,-T-contracting as their trade coptracted, 
expanding as their trade expanded, — such as we 
may be assured will be adopted by all commercial 
nations, when the true principles of currency come 
to be better understood than they now ar^, and 
when we shall have got rid of that still prevailing 
delusion which accounts money an item of national 
wealth, and the superabundance of it an evidence of 
national prosperity. 

WhoA gold and silver are first used as the medi^ 
of exchange, they are bartered for other commo* 
dities, on the principle that the piece of gold or 
silver given in return is the produce of an amount 
of labour exactly equal to the amount of labour 
which has been expended in the production of the 
commodity for which it is bartered ; but when the 
use of these metals as money has become general, 
their exchangeable value ceases, practically at least, 
if not theoretically, to be regulated by such con- 
sideration, and depends neither on their cost of 
production, as the amount of labour employed in 
producing an article is termed, nor on their intrin^ia 
value, as determined by the utility they could be 
held as possessing, were their use as money to be 
discontinued, but altogether on the relation existing 
between, on the one hand, the quantity of money 
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circulating in any country, and, on the other hand, 
the number and amount of the exchanges to be ef- 
fected by means of it ; and, accordingly, an increase 
in the quantity of money so circulating will generally 
be succeeded by a fall in its value, or, in other words, 
by a rise in the prices of the commodities for which 
it may have to be exchanged ; while a diminution of 
that quantity wiU be followed by a rise in its value, 
or, in other words, by a fall in the prices of these 
commodities. 

That the general tendency of an increase in the 
quantity of money is to raise prices, is a fact fully 
evidenced by the history of Europe since the dis- 
covery of America — ^the purchasing power of gold 
and silver having since then fallen to perhaps one- 
sixth of what it was before. And that this rise of 
prices is really the result of the increased quantity, 
seems also very^ obvious, though, at same time, it 
has been called in question. 

It has been maintained that when gold or silver 
is the standard of money, a diminution in the cost 
of producing these metals '^ does of itself, and with- 
out the instrumentality of an extended currency, 
directly and instantly cause an elevation of general 
prices;"* and considerable research and imagina- 
tive ingenuity have been employed in attempt- 
ing to trace a connexion between the progres- 
sive advance of prices which has taken place 
since the discovery of America, and certain im- 
provements in metallurgy which have at different 
times been introduced, and the effect of which 
has been to obtain a given quantity of these metals 
* Stirling on the Gk>ld Discoveries. 
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at a smaller expenditure of labour. The entirely 
fanciful character of this notion may be rendered 
apparent by supposing the case that all the gold 
and silver in the world were annihilated, and that 
after a time a quantity of each^ equal to what had 
been lost, came to be scattered over the face of the 
earth, in the shape of aerolites, so that much less 
labour should be required for collecting them than 
for extracting an equal weight of coal or iron from 
the bowels of the earth. Will any one maintain that, 
under such circumstances, the exchange value of gold 
and silver would fall to a level with that of coal or 
iron? We may rest assured that nothing of the 
sort would occur ; but, on the contrary, the newly- 
found metals would at once assume the value that 
had been possessed by the lost gold and silver, whose 
place they supply, and prices of other commodities 
measured by them would undergo no change, as a 
consequence of the diminished cost of their produc- 
tion. The regulating principle in fixing the value 
of the gold and silver, either as metals, or when 
converted into money, would be the extent of their 
supply as compared with the extent of the demand, 
or the amount of exchanges to be effected by them. 



The influence upon prices of an increase in the 
quantity of money in any country, is a point which 
has likewise formed the subject of discussion. It 
was maintained by Hume* that such increase will 
always be followed by an advance of general prices, 
and by increased production; while, on the con- 

* " Essay on Money." 
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trary, Adam Smith* held that no such effect would 
follow, but that any addition to the currency be- 
yond what was required to supply the necessary 
circulation, would immediately *^ overflow," and find 
its way abroad, leaving the amount actually circu- 
lating unchanged, and leaving prices unchanged also. 
Each of these opinions is to a certain extent true, 
and to a certain extent untrue, — ^their being true or 
untrue depending entirely on the pecuUar circum^ 
stiances of the community an^ong whom the increase 
may take place ; and I will now attempt to exhibit 
the real effects arising from an ip:)crease in the cur^ 
rency of any country, by means of the following 
illustration. 

Let us suppose the case of two islands, which we 
shall distinguish as, respectively, "Island ISo. 1," or 
"First Island," and "Island Ko. 2/' or "Second 
Island/' each with a currency consisting of £100,000 
in gold and silver money ; and that some morning 
each inhabitant wakens to find in his drawer or in 
his pocket two pounds, two shillings, or two pence, 
for every one of these coins that he left there the 
night before, so that the whole qrjantity of money 
in each island, in place of being £100,000, is now 
<£200,000, or double what it was previously. Kow, the 
effect which this would have on prices would depend 
on whether the custom of lending money on interest 
does, or does not, prevail among their inhabitants. 

Let us first turn to " Island No. 1," and assume 
that the lending of money at interest is unknown, 

* « Wealth of Nations," book ii., ch. 2. 



Digitized by VjOOQIC 



MONEY. 49 

or at least is not practised. If each individual^ on 
discovering what has happened, buries his increased 
treasure under ground for security, or deposits it in 
his drawer, there to remain till some distant event 
shall occur to call it forth, no effect whatever will be 
produced on prices ; because, though the quantity of 
money actually in the country has been doubled, the 
quantity actually circulating continues unchanged, 
and it is evidently only the money actually added to 
the circulation, or sought to be added to it, that can 
have any effect in raising prices. But if, in place of 
hoarding it, each individual forthwith proceeds to 
the market, (which we shall suppose contains a sup- 
ply of commodities just sufficient to meet the ordi- 
nary demands of the population), and there expends 
his newly-acquired wealth in the purchase of articles 
for consumption, an immediate and rapid advance 
of prices will be the consequence. If the whole 
community do so at once, then the effect will be to 
raise prices to exactly double what they were before ; 
because, the supply of commodities continuing 
unchanged, while the effective demand — ^by which 
is meant, the desire to purchase, combined with the 
ability to pay — is twice as great as it was formerly, 
the holders of goods being unable, out of their unin- 
creased stocks, to supply a double quantity to each 
purchaser, will advance their prices; so that the 
whole amount of money to be expended will just, as 
one-half of it did before, pass as the equivalent of the 
whole amount of commodities to be purchased, or 
will serve to buy them at prices the double of what 
were previously current. 

But if, in place of the whole community going into 

D 
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the market simoltaneously, a few only go at once, 
so that some time elapses before the full extent of 
the demand comes to be felt, then those who first 
come into the market will supply their wants at 
the old prices ; those who come a little later, and 
after the dealers have begun to notice that the 
demand is greater than usual, will have to submit to 
an advance on these prices ; those who come later 
still may have to pay double ; and those who come 
still later, when the stocks are nearly exhausted, may 
require to pay three or four times as much as those 
did who supplied their wants at an earlier stage ; — ^the 
result of the whole being, however, that, just as 
before, the whole amount of money will be given for 
the whole amount of commodities in the market,-^so 
that, the former being doubled, while the latter con- 
tinue the same, the prices paid for the various 
commodities will be, on an average, just double what 
was paid before the increase in the stock of money, 
and just double what would have been payable had 
np such increase occurred* 

In the case first supposed, where the whole com- 
munity proceeded at once to the market, and where, 
as the consequence of the unusual demand, prices 
rose at one bound to double their former rate, it is 
evident that no one would, in the slightest degree, 
benefit by the increase that had taken place in their 
stock of money,— that increased stock having failed to 
give its holders any command of commodities addi- 
tional to what half the amount was sufficient to 
confer before. But in the case afterwards supposed, 
where some went early to the market, and bought at 
;the old scale of prices, while others went late, and 
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paid four times as much as they had been accus* 
tomed to do^and others again who went intermediately 
bought at prices rising gradually from the one of 
these scales to the other, then, undoubtedly, some 
would gain, but others would lose to a corresponding 
extents Those who went first into the market 
would, in exchange for double the quantity of 
money, obtain double the quantity of commodities ; 
those who went last would, in exchange for double 
the quantity of money, obtain only half the quantity 
of goods they had been accustomed to receive for 
half the quantity of money; while of those that 
went intermediatdy, some would obtain rather more, 
and others rather less, than they had been accus- 
tomed to obtain for half the quantity of money ; bat 
still, as before, there would be no accession to the 
general wealth, and where the buyers gained, the 
sellers would lose, — ^the gain of the sellers being, in 
like manner, only equal to the loss of the buyers. 
Prices of all commodities would continue to be one 
hundred per cent, higher than they were previously ; 
an ox or a coat formerly worth only £3, would now 
be worth £6 ; an enumeration of the capital of the 
people would give a money amount twice as great as 
that formerly exhibited, but the real state of affairs 
would be no way changed, and their real wealth 
would (other things continuing the same) be neither 
greater nor less than it was befcH-e. It may be said 
that the gold contained in the money would of itself 
form an addition to the capital of the country ; and 
it is true that, were it reduced to bullion, it would do 
so ; but so long as it remained in the form of money, 
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it would add nothing to the capital, and would only 
serve to alter prices. 

K we suppose that the accession to the stock of 
money took place in a different manner, then 
different consequences might result from it. Thus, 
if it originated in the fact that various indivi- 
duals had settled in the country, bringing with them 
an amount equal to that formerly mentioned, and, 
as before, doubling the stock of money, which 
increased amount they proceeded forthwith, but 
gradually, to expend in the purchase of certain 
commodities, then the effect would be, by increasing 
the demand for these commodities, to raise their 
prices. This rise in prices would continue longer or 
shorter accordingly as the additional money might 
be longer or shorter in being expended. If 
expended rapidly, then an immediate advance of 
prices would be the consequence. If expended 
slowly, then years might elapse before the full effect 
on prices came to be reaUsed. But whether slow or 
rapid in its operation, its ultimate effect would be, 
as before, (other things remaining the same), to 
cause a general advance in prices to a level one 
hundred per cent, above what formerly prevailed. 

The illustration I have now given has proceeded 
on the assumption that the whole capital of the 
country belongs entirely to those by whom it is held; 
that the giving of credit is not practised ; and that 
bills, bonds, and all pecuniary obligations, are un- 
known. If the capital of the country is not so held, 
but, on the contrary, is the property partly of 
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moneyed capitalists, and partly of propertied capi- 
talists, then the alteration in the value of money 
supposed to have taken place is attended with con- 
sequences of a much more serious character, in as far 
as it has served entirely to change the position in 
which the two classes of capitalists stood with regard 
to each other. The whole capital continues as it was 
before, but the proportions in which it is now divided 
between these two classes is very materially altered. 
Thus, take the case of a landed estate, worth, before 
the supposed change in the value of money took 
place, we shall say, £20,000, held by A, subject to 
a mortgage to B of £10,000. The estate virtually 
belongs, one-half to A and one-half to B ; and were 
it to be sold, each would receive £10,000 from its 
proceeds. But in consequence of the change in the 
value of money, the estate has now become to be 
worth £40,000. B's share in it remains as before, 
£10,000, but A's share, which was formerly worth 
only £10,000, is now worth £30,000. An admirable 
change this. B is no poorer than he was before, and 
A is £20,000 richer ! The increase in A's wealth, 
however, is more nominal than real ; and all that he 
has gained by the change is merely the equivalent 
of what has been lost by B. JSTow A holds three- 
fourths of the value of the property ; B only one- 
fourth, in place of each holding one-half. It is true 
that B has still £10,000; but if he demands payment 
of his bond, and goes into the market to expend the 
money in the purchase of goods or property, he will 
find that it will command no more of either than, 
before the change took place, he could have obtained 
for half the sum ; so that, continuing, nominally, as 
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rich as he was before, he has really been^ by the sup* 
posed change in the value of money, rendered poorer 
to the extent of <£dOOO. And, again. A, from the 
rise in the yalue of his estate, can sell it for a sum 
which will enable him to pay off B's bond for £10,000, 
and still leave him the possessor of £30,000. But 
if he goes into the market to expend the money in 
the purchase of goods or property, he will, like B, 
find that it will command no more of either than, 
before the change took place, he could have obtained 
for half the sum ; so that, being nominally three times 
as rich as he was before, he is really no richer than, 
under the former scale of prices, he would have been 
with the possession of £15,000 ; and the real state of 
matters is this, that A has become fifty per cent, richer, 
and B has become fifty per cent, poorer. The former, 
in place of being worth only £10,000, is now really 
worth £15,000, (nominally worth £30,000) ; while 
the latter, in place of being worth £10,000, is now, 
though nominally worth that amount, really worth 
only £5000. The one has gained £5000, but the 
other has lost as much . The change in the value 
of money has made no difference on the real capital 
of the country; it has only altered the shares in 
which it is held by the different classes of capitalists. 
Where there is neither lending of money nor selling 
of goods on credit, fluctuations on the currency do 
little good or harm to any one ; but where one or 
both of these customs do exist, the case is altered, 
and most serious injury may result from them. Then 
the capital of a country may be compared to a rope, 
the opposite ends of which belong to, and are held 
respectively by, the moneyed capitalists and the pro- 
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pertied capitalists^ the share falling to each heing 
regulated by the fluctuations of the currency,— a fall 
in the value of money reducing the share of the 
moneyed capitaUst, while it increases that of the pro- 
pertied capitalist, and a rise in the value of money 
producing effects the exact opposite of these. 

It does not appear that an increase in the quan-- 
tity of money would, under conditions such as those 
detailed in the former of the above cases, have any 
effect in stimulating production. It might seem, at 
first sight, that the great rise in prices presumed 
to have taken place before the increased demand 
caused by the increase of money had been satisfied^ 
would incite producers to greater exertion in bring- 
ing forward their commodities, so as to secure the 
benefit of the higher prices; but any effect of this 
kind could be only of momentary duration, as the 
increased demand will have been unaccompanied by 
any increase of consumption, the increase of con- 
sumption by those who come first into the market 
being compensated by the diminished consumption 
of those who were later in supplying their wants. 
The increase of money has not, as an increase of 
capital would have done, conferred on the community 
any increased power of buying commodities ; it has 
only served to raise prices ; there is, therefore, no in- 
crease in consumption ; and, accordingly, nothing to 
afford inducement for increased production. In the 
case afterwards quoted, however, it would be different. 
The money has been then presumed to be brought 
gradually into the market, and during the whole 
time occupied in its expenditure, production would 
be stimulated. 
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Of Hume's observations on the effect of an increase 
in the quantity of money, one holds good in both 
cases, viz., that it tends to raise prices. But it does 
not appear that, in the circumstances enumerated in 
the former case, it would have any influence in 
stimulating production : while, as regards Adam 
Smith's notion {mpra, p. 48), it has found no veri- 
fication in the case before us ; as it could apply only 
when a country had a foreign trade, which the 
island in question is presumed not to have had. 

From the terms of the illustration here given, it 
might seem as if the whole money circulating in 
a country were to be regarded, which it sometimes 
has been, as the equivalent of all the commodities 
lying for sale in that country at any one time. Such, 
however, is not the meaning intended to be conveyed ; 
and that such is not the case in reaUty, is evidenced by 
the fact, that while the moveable property in the United 
Kingdom is estimated at about £3,000,000,000, 
the whole money circulating in the country, in shape 
of gold, silver, and bank-notes, does not exceed about 
£60,000,000 or £70,000,000. The exchange value 
of the money is regulated, not by the amount of 
commodities, but by the average amount of them 
transferred by sale from one owner to another, still 
further affected by the rapidity with which it circu- 
lates from hand to hand, and by the economy 
practised in the use of it. Thus, in France, where 
the population is not much greater than in the 
United Kingdom, and where the trade carried on is 
very much less, the money in circulation is estimated 
at upwards of £100,000,000 sterling, being fifty 
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per cent, greater than the circulation of the United 
Kingdom ; the reason of the extra currency required 
beings that the population is more thinly scattered^ 
and the circulation consequently slower. And in 
our own country we find that the amount of money 
which at one time not only serves to supply all the 
circulating medium required for the carrying on 
its commercial operations^ but leaves a large redun^ 
dant balance^ is at another time so insufficient for 
the supply of its wants^ that, as the only means 
of averting almost universal bankruptcy, we see 
the government coming forward to suspend the laws 
of the land which had been formed expressly to pre- 
vent any increase in the quantity of money, and 
to authorise still greater issues, — the reason of 
the extra currency required being, in this case, that 
mutual confidence among mercantile men has come 
to be impaired, and that, in consequence, money cir- 
culates less rapidly. 



Let us now proceed to " Island No. 2," and suppose 
that its inhabitants practise the lending of money at 
interest, and have banking institutions such as ex- 
ist among ourselves ; and let us suppose further, that 
each individual, on discovering his newly-found 
treasure, in place of burying it under ground, or 
depositing it in his drawer, or proceeding to the 
market and there expending it in the purchase of 
commodities, proceeds forthwith to the nearest bank, 
and there lodges the whole of it, to lie at interest till 
he shall see fit to withdraw it. It is evident that, 
under such circumstances, the increase in the amount 
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of money could have no direct influence in raising 
the prices of commodities. It would affect them, 
however, but it would do so only in an indirect man- 
ner ; and the way in which it would operate would 
be by increasing the amount of money to be lent, to 
lower the rate of interest, to render the borrowing of 
money more easy, and thereby to afford increased 
facilities to producers to extend their production, 
making them, at the same time, less anxious to sell ; 
while the buyers, having also increased facilities for car- 
ryingon their business,are more disposed than formerly 
to increase their purchases ; — ^the result of the whole 
being to bring about an advance in prices of goods in 
general, and especially of those articles in which the 
production appears to be less than the consumption. 

I have just said that the increase in the quantity 
of money would have the effect of reducing the rate 
of interest ; but as this is a proposition, the truth of 
which is sometimes called in question, it may be well 
to examine it a little more minutely. 

Interest is the term used to designate the 
compensation given for the loan of money, in 
contradistinction to that given for the loan of 
capital, which is called, respectively, rent or hire, 
accordingly as the capital lent may come under 
the class of heritable property, or moveable. Thus, 
we speak of the rent paid for the loan of a farm, 
a dwelling-house, a cotton-mill, &c. ; of the hire 
paid for the loan of a ship, a carriage, a suit of 
clothes, &c. ; and of the interest paid for the loan of 
money. The compensation paid for the loan of 
capital is always, except in the case of land, much 
greater than that paid for the loan of money, inas- 
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much as all capital, except land, being destroyed by 
using, the lender of it needs to have, in return for 
the loan of it, not only such annual sum as will serve 
to compensate him for the loss of the profit he might 
have made by using it himself, but also such addi- 
tional amount as will, in course of the time which 
may be required for the destruction, by gradual 
decay, of the capital lent, serve to accumulate a fund 
sufficient to replace it. Thus, a cotton-mill, or a 
ship, the use of which, for ten or fifteen years, may 
be sufficient to reduce their value to a very low 
point, could not, to afford a reasonable return to the 
owner, be lent at the rate of rent or hire which 
would form a sufficient compensation for the use of 
an equal amount of capital invested in land ; because 
at the end of any term of years, the two first may 
be nearly useless, while the last continues as valuable 
as ever. In this respect money resembles land. It 
is presumed that £1000, lent just now, is the same 
as £1000 will be in twelve months, or in twelve years 
hence ; and, accordingly, the compensation given for 
the loan of money is generally fixed without any 
reference to change in its value. 

Formerly, the consideration paid for the loan of 
money was called " usury," and the demanding any 
such consideration was deemed oppressive. This 
prejudice, no doubt, originated in the fact, that in 
those days the means of deriving profit from the use 
of money were limited ; so that those who borrowed 
did so, not with a view to gain, but to reUeve their 
immediate necessities ; or, in the language of poli- 
tical economists, to consume unproductively. More 
en%htened ideas now prevail on the subject^ and. 
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besides^ the character of borrowers^ and the object 
with which they generally borrow^ are changed. 
Money is rarely lent to private individuals for unpro- 
ductive consumption^ but is given to be employed in 
business^ and in the carrying out of enterprises 
which are expected to result in profit, and which, 
but for the assistance afforded by the loans so ob- 
tained^ the borrower might have been unable to pro-* 
secute; and under such circumstances, no one 
considers it unreasonable that the lender of the 
money should receive from the borrower a certain 
remuneration, not only to compensate him for the 
loss of the profit he might have derived from the 
employment of the money himself, but also to afford 
a premium of insurance to cover the risk he runs of 
the loan never being repaid. This last element is 
one which, till of late years, was almost always lost 
sight of, and which even now is, to a great extent, 
very imperfectly understood even in our own land. 
Laws were formerly made in almost every country to 
prohibit the taking above a certain rate of interest ; 
but in Great Britain the last remnant of these has, 
within a few months back, been blotted out of the 
statute-book, their repeal having been prompted by 
two important considerations — ^theone, that they were 
unjust, and the other, that they were inoperative. 
The commission to be charged for guaranteeing the 
payment of a bill at maturity was as little a subject 
for legislative interference as that for guaranteeing 
the arrival of a ship at her destined port ; so that, 
though the law of this country prohibited the charging 
interest or discount at a higher rate than five per cent., 
there never was any law against charging commis- 
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slon ; and accordingly, the only diflference between 
the practice of money-lenders before the repeal of 
the usury laws, and since then, is, that whereas now 
they charge interest and discount in name of interest 
and discount, they charged them then partly under 
these names and partly under the name of com- 
mission. 

I have used the words " interest of money," — an 
expression objected to by some, who prefer the term 
"interest of capital." Wliy? "Because," they 
answer, "the money is valued, not for its own sake, 
but as it affords its possessor a power of acquiring, 
in exchange for it, such equivalent portion of capital 
or commodities as he may wish to obtain." I confess 
the alteration appears to me to be very little of an 
improvement, and to be one which, if consistently car- 
ried out, would introduce quite a revolution in our 
language. A labourer, we shall suppose, proceeds 
to the market, and there expends a shilling in the 
purchase of meal. He says he has bought a shilling's 
worth of meal. " Oh, no ! " exclaims the consistent 
reformer, " he parted with his shilling, not for the 
meal, but for the sake of the nourishment which the 
swallowing of the meal will impart to his corporeal 
system ; and therefore we ought to say he expended 
his shilling, not in the purchase of meal, but in the 
purchase of nutriment." The same may be said of 
clothing, of fuel, of all things ; but everybody knows 
that clothing is valued only because the wearing of 
it promotes personal comfort, and adds, perhaps, to 
gentility of appearance — that fuel is valued for the 
sake of the heat which its combustion affords — and 
that all other things are, in like manner, valued, not 
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for their own sakes^ but for the sake of something ex- 
pected to be obtained through their possession ; and 
it may be presumed that every one knows^ too, that 
money is of no use except bb a means of obtaining 
other things in exchangeforit. But all departures from 
popular modes of expression are objectionable, unless 
the expression substituted be one calculated to lead 
to the formation of more distinct ideas, which the 
one in question most assuredly is not. The word 
^' rent " at once suggests the idea of compensation 
for the use of heritable property ; the word '* hire " 
at once suggests the idea of compensation for service, 
or for the use of moveable property ; and the word 
'^ interest," in like manner, suggests, and seems to 
me to be very properly used to express, the idea of 
compensation for the use of i^oney.j.- '.ti'. tiWfe '/^-^V 

But, to return from this digression, — I said that • 
an increase in the quantity of money would tend to 
lower the rate of interest, in the settling of which the 
abundance or scarcity of that commodity always forms 
a very important element. Abundance of money 
is always accompanied by a low rate, and scarcity of 
money by a high rate of interest; but if money were 
never abundant, (that is, if we were freed from the 
evils of a redundant currency), and if money were 
never scarce, (that is, if we were freed from the evils 
of a contracted currency), if, in a word, money were 
to be regarded merely as " the instrument which 
men have agreed upon to facilitate the exchange 
of one commodity for another,"* and if it were to 
be issued just in sudx quantities as might be re- 
quired to fit it for the efficient discharge of that 

♦ Hume's « Essay on Money." 
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function^ then the principle which would govern 
the rate of interest would be the relation exist- 
ing between the amount of money-capital offered 
on loan^ and the amount of the same required hj 
borrowers. The demand would be regulated by the 
profit to be made by the use of money^ or^ what 
comes to the same thing, by the extent of loss which 
its possession might be the means of warding off^ — ^the 
permanent rate of interest being governed by the 
former^ and the temporary rate by the latter of these 
considerations ; and^ accordingly as the profits were 
high or low, so would borrowers be regulated in the 
interest they would be disposed to give for the loan 
of money* A fall in the rate of interest would tend 
{ceteris paribus) to increase the demand for loans, 
and a rise in the rate of interest would tend to check 
the demand. It is almost superfluous to add, that 
by demand I mean the ^^ effective demand," that is, 
the demand of those who have security to offer; it 
being evident that, apart from that limitation, the 
demand for loans of money, as well as for every other 
commodity, would be almost unbounded. There is 
scarcely any amount of commodities that might not 
be disposed of, were they to be given to people who 
gave nothing in return ; and there would be equally 
little difficulty in finding borrowers for any amount 
of money, were it to be lent to those who had no 
security to give for its repayment. The supply of 
loans would, in like manner, be, to some extent, regu- 
lated by the rate of interest, but only to some extent. 
In every country there are many owners of capital^ 
who, possessing the ability to carry on business 
operations for their own account/ may yet have no 
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particular inclination to do so^ and who would be 
decided in their choice as to entering into business 
or not, by the rate of interest they could obtain by 
lending their stock to be traded upon by others. As re- 
gards these, it is evident, a high rate of interest would 
serve greatly to increase the supply of loans. But 
in most countries there are also numerous individuals, 
such as ladies, unacquainted with business, trustees, 
holding the funds of minors, or of charitable endow- 
ments, clergymen, physicians, and the like, who are 
precluded from employing their capital in trade, 
who can turn it to account only by lending it to 
others, and who would, of course, be glad to lend 
at almost any rate of interest, rather than not lend 
at all. But in no country, and at no time, (unless 
it may have been among the Carthaginians of old,) 
has interest ever been regulated by the relation 
existing between these two descriptions of capital, — 
that natural regulator having been always disturbed 
by the contractions and expansions, or short supply 
and over supply, of the circulating medium. 

Every increase in the quantity of money in a 
country beyond what is necessary for the supply of 
its circulation forms a redundant currency, and, as 
such, exerts a powerful influence in depressing the 
rate of interest. In the case now supposed, pre- 
viously to this increase of money, the currency is 
presumed to have been just sufficient to supply the 
wants of the community, so that the eflfect of the 
increase would be immensely to enlarge the stock of 
money with which the operations of the bankers 
were conducted. ^To find employment for it would 
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be attended with diflSculty, and each, to attract 
to himself as large a portion of business as possible, 
would be disposed to offer his money at reduced 
rates of interest; so that the competition among 
lenders might serve to depress it far below what might 
be regarded as its natural rate, and the rate which 
would have prevailed but for this increased currency. 
It may be said, by those who confound money 
with capital, that the supposed increase of money 
would not depress interest more than an addition 
to the loanable capital of the country would do, 
whether arising from the fact of one or more pro- 
pertied capitaUsts seeking to alter their position 
as such, by discontinuing the employment of their 
capital by themselves, and offering it on loan for 
employment by others, or from a positive increase 
in the capital of the country, caused, we shall sup- 
pose, by one or more individuals bringing into it 
property of an equal value, the proceeds of which 
they employ by lending them. The real effect, 
however, would be widely different; and a given 
amount added to the loan capital of the country 
might be unproductive of any perceptible effect on 
rate of interest, while an addition to the currency of 
an equal amount might cause a very considerable 
decline. This truth must, I think, be apparent to 
any one who will take the trouble to compare the 
effects on rate of interest which would be certain to 
follow an addition of five millions to the circulation 
(or issues) of the Bank of England, with the effect, 
or rather non-effect, on rate of interest which would 
result from the fact of a number of individuals pos- 
sessing capital, say to amount of five milUons, 
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diacontinuing the employment of this capital in 
business, and lending it to others ; or from the £act 
of a number of individuals returning, we shall sup- 
pose from a foreign country, and bringing with them 
a quantity of useful foreign commodities, the pro- 
ceeds of which, amounting to an equal sum, they 
retain in this country, to be lent out at interest. 
An addition of five millions to the moneyed capital 
of this country, estimated at three thousand millions, 
would increase that amount only to the extent of one 
in six hundred, and would, without notice, imme- 
diately be absorbed in the general loan market; while 
an equal addition to the currency, estimated at about 
sixy millions, or thereby, would increase that amount 
to extent of eight and one-third per cent., and would, 
in an ordinary state of the money market, tend to 
lower the rate of interest in a proportion at least 
equal to, if not much greater than, that which the 
increase bore to the whole amount of circulating 
medium. 

That any considerq.ble addition to the currency 
is always, under ordinary circumstances, succeeded 
by a fall in the rate of interest, is a fact the reality 
of which no one who has had the opportunity of 
observation can possibly doubt ; and down till the 
time of Hume, both theorists and practical men 
were accustomed to regard the two occurrences as 
standing in the relation of cause and effect. The 
correctness of this belief was called in question by 
Hume ; and most of the theoretical writers who have 
treated of the subject since he wrote, have adopted 
his views, and have endeavoured, like him, to prove 
that, whether the one may be followed by the other 
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or not, there is no necessary connexion between 
them, so that the sequence must be viewed only as 
that of accidental coincidence. I have only seen 
two arguments used to prove the soundness of this 
view — the original one by Hume, which has been 
generally followed by subsequent writers, and one 
by M. Say, which I have not seen quoted by any 
other. 

These arguments it may be well to consider for a 
moment ; and I will give precedence to that of M. 
Say, not because it is first in point of date or 
of merit, but because its absurdity is so apparent, 
that it only requires to be distinctly stated to carry 
conviction of its folly to the mind of the reader. 
M. Say observes — '^ A disposable capital may exist 
in the form of a certain sort of merchandise, a sack 
of guineas, for instance ; but if the qiiantity of this 
merchandise which is in circulation has no influence on 
the rate of interest, the abundance or the scarcity of 
the gold has no influence on it either ;''* or, in plain 
words, if the abundance or scarcity of sachfuls of 
merchandise has no influence on the rate of interest 
paid for the loan of money, then the abundance or 
scarcity of money has no influence either I — ^which is 
a conclusion of the sort known by logicians, if I 
remember rightly, as a nan sequitur. 

Mr Hume's argument is of a more plausible 
character, and is presented in its most favourable 
point of view in the following passage, (the italics in 
which are mine,) extracted from Mr J. S. Mill's 
unequalled " Principles of Political Economy :" — 
^^From the preceding considerations, it would be 

* " Catechism of Political Economy," by J. B. Say, cap. 9. 
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seen, even were it not otherwise evident, how great 
an error it is to imagine that the rate of interest 
bears any necessary relation to the quantity or value 
of the money in circulation. An increase of the cur- 
rency hasy in itself, no effect^ and is incapable of 
having any effect, on the rate of interest. A paper 
currency issued by government in the payment of 
its ordinary expenses, in however great excess it 
may be issued, affects the rate of interest in no man- 
ner whatever. It diminishes, indeed, the power of 
money to purchase commodities, but not the power of 
money to purchase money. If a hundred pounds 
will buy a perpetual annuity of four pounds a-year, 
a depreciation which makes the hundred pounds 
worth only half as much as before, has precisely the 
same effect on the four pounds, and, therefore, can- 
not alter the relation between the two." * Which 
passage, put into the syllogistic form, would, I think, 
read somewhat as follows : — 

"A diminution in the value of a given coin, 
whereby, in place of being worth a cow, it has 
become insufficient for the purchase of a cat, will 
affect the rate of interest paid for the loan of such 
coins in no manner whatever : " 

[A proposition this which I am sure needs no 
demonstration; and were it not that the remark 
might appear disrespectful to the memory of Mr 
Hume, I would be almost inclined to question 
whether there ever existed, out of his own imagina- 
tion, any one who entertained the shghtest doubts 
on the subject.] 

^'But an increase iii the quantity of money 
* Book iiiv chap. 22, sect. 4. 
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may, under certain conditions, so diminish its value, 
that a given coin, which is now worth a cow, shall 
become insuflScient for the purchase of a cat :" 

[The truth of which is equally undeniable ; but 
mark the conclusion] : — 

'* Therefore, an increase in the quantity of money 
can have no effect, and is incapable of having any 
effect, on the rate of interest ! " 

Or, more shortly, " an increase of the currency 
has no effect on the rate of interest." Why? 
Because a diminution in the value, or purchasing 
power, of money has no effect upon it ! 

If ow, I am certain that no man of average intelli- 
gence really does believe that a diminution in the 
value of money can have any effect on rate of inte- 
rest, or that one hundred guineas, containing each 
two pennyweights of gold, would not be as well 
worth five such coins as interest for the year's use of 
them, as a hundred guineas, containing each four 
pennyweights of gold, would be worth five such 
coins for a year's use of them ; and with all deference 
to the high authority of Mr Mill, I cannot help 
thinking that this passage, as well as simQar passages 
in the works of previous writers, indicates a vagueness 
of apprehension somewhat remarkable in men of 
the mental acuteness of that gentleman, and of 
many others who have made use of the same argu- 
ment, — confounding, as it does, two separate things, 
namely, a fall in the value and an increase in the 
quantity ; or depreciation arising from change in the 
quality (or value) of money, and depreciation arising 
from change in the quantity — things entirely different 
as regards the effects resulting from them. It is 



Digitized by VjOOQIC 



70 MONEY. 

most unquestionably true that a change in the value 
of money, arising from debasement of the coinage,* 
will have no effect in reducing the rate of ititerest, 
because, as Mr Mill correctly remarks, the deprecia- 
tion affects equally the money lent, and the money 
paid as interest for the loan. And it is also true, 
that the same effect in diminishing the value of any 
given piece of money may, at least in certain circum- 
stances, be produced by increased issues of money 
generally, as by altering the quantity of gold or sil- 
ver contained in the individual coins ; but it by no 
means follows that because debasement of the coin- 
age does not affect interest, therefore an increase in 
the quantity of money will not affect it either : the 
fact being, that while increased issues have the effect, 
in common with debasement of the coinage, of low- 
ering the value of money> they have the still further 
effect, not shared by the other, of lowering the rate 
of interest also. 

I have said above (page 68), that I feel inclined to 
question whether any one ever really believed that 
diminution in the Value of money could have any effect 
in reducing the rate ormtSrest paid for the loan of it. 
Adam Smithf says, however, that such opinion was 
entertained by Mr Locke, Mr Law, and Mr Mon- 
tesquieu, who, he adds, imagined that the increase of 
the quantity of gold and silver resulting from the dis- 
covery of America, Ti^as the real cause of the lowering 
of the rate of interest through the greater part of 

* The reader will understand that the above remarks are made 
without reference to the question whether debasement of the coinage^ 
unaccompanied by increase in its quantity, would lower the exchange 
value of money. 

t " Wealth of Nations," book ii., chap. 4. 



Digitized by VjOOQIC 



MONET. 71 

Europe, which began soon after that event occurred; 
and believed that, '^ those metals having become of 
less value themselves, the use of any particular por- 
tion of them necessarily became of less value too." 
There can be no doubt as to the accuracy of the 
former statement, and that these three eminent meh 
did all believe that increased and increasing abun- 
dance of gold and silver money was one of the 
causes which brought about the lowering in rate of 
interest at the time spoken of: but great injustice, 
I suspect, has been done to them when they are 
charged with holding the dpinion that the fall in 
rate of interest was the result of the fall in value of 
gold and silver ; and I have been unable to discover 
in the writings of any of the three even a single 
passage which indicates that any one of them enter- 
tained such a notion. What Locke, and Law, and 
Montesquieu did believe oii the subject was simply 
that which now every one knows to be the fact, 
namely, that increased abundance of money is al- 
ways followed by reduced rates of interest ; a mere 
change in the value of money (as by depreciation of the 
coinage) being unattended by any such consequence. 
While, however, the direct and immediate efiect 
of an increase in the quantity of money in any coun- 
try is to lower the rate of interest, it operates, iw- 
directly, in raising the rate of interest ; and the way 
in which it does so is this : that abundance of money 
and low rates of interest have always (at least except 
under very extraordinary circumstances) the effect 
of stimulating trade and promoting speculation, 
and thereby bringing about a general rise of prices. 
A getieral rise of prices is only another term for 
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(what is called) a prosperous state of business ; and 
in a prosperous state of business^ people are al- 
ways disposed to extend their operations^ and^ as a 
means of doing so^ to borrow on an increased scale^ 
so that the increased demand for loans tends to raise 
the rate of interest^ and to counteract the depressing 
influence upon it of an expanded currency. 

I look upon it^ thus^ as a matter to be taken for 
granted^ that under the circumstances on which 
this illustration has proceeded^ an addition of 
£100,000 to the imagined currency of £100,000, 
thereby doubling its amount, would have an imme- 
diate effect in bringing about a reduction in the rate 
of interest, and not only a temporary, but an almost 
permanent reduction below what, but for this in- 
crease, would have been the regular rate ; and that, in 
place of proving a national blessing, as the political 
economists of former days would have considered it, 
this accession to the stock of gold money will prove 
to the community a source of unmitigated evil. 

In the case first supposed, that is, of "Island 
No. 1," {mpray page 48,) we found that the increased 
quantity of money, being at once carried into the 
market for commodities, did, by direct operation, 
immediately, or pretty quickly, raise the prices of 
all commodities to the double of what they were 
before ; and in the circumstances then supposed, the 
increased quantity of money continued to circulate 
from hand to hand, without producing any effect 
beyond the one just named, of causing every trans- 
fer of any commodity to be conducted with two 
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pieces of money, where before only one was required. 
But^ in the present illustration^ we have proceeded 
on the footing that the increased quantity of money 
has not^ as in the former case^ been brought to bear, 
directly, on the market for commodities, but has 
been thrown into the loan market, by being de- 
posited with bankers, to secure the benefit of the 
interest allowed by them. The bankers, on receiv- 
ing such an accession to the amount of their de- 
posits, will, no doubt, lower the rate of interest 
allowed to depositors; and, to find employment for 
the money, they will also be disposed to accept a 
lower rate of interest from their borrowers, as well as, 
in all probability, to lend, if necessary, on security in- 
ferior to that which they formerly demanded. Traders 
finding it more easy to obtain banking facilities, 
will be disposed to enlarge their operations ; they 
will lay in heavier stocks of goods ; they will be less 
inclined to press sales ; seeing that prices have been 
gradually advancing, they will look forward to a con- 
tinued advance, and they will purchase with a view 
to selling at a profit when this further advance shall 
have taken place; they will be anxious to extend 
their production, with a view to which they will 
seek to engage additional labourers ; but their neigh- 
bours are also disposed to engage additional labourers, 
so to secure a preference of their services, some em- 
ployers will oflfer additional wages; the labouring 
classes will expend their advanced earnings in the 
purchase of commodities; the consumption of these 
is increased; a rise in price follows, and this rise 
speedily extends to goods of every description; all 
the manufacturing industry of the country is in a 
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state of activity ; the general condition of tlie com- 
munity is prosperous ; and so things continue, prices 
rising higher and higher still. In the case formerly 
supposed, the advance in prices could not be more 
than one hundred per cent. ; but in the circum- 
stances of the case now before us, there would be no 
such limit to the advance of prices, which might gof 
on ad infinitum^ — slo^rty, if the money bore a small 
proportion to the capital of the island, rapidly, if it 
bore a great proportion. 

In the former case, prices rose to double what they 
were before, and then everything returned to its for- 
mer fitate of quiescence ; but in this case the rise in 
prices results, not from the direct operation upon 
them of the increstsed currency, but from its indirect 
effect in promoting speculatibn, and it is only in so far 
as it does promote speculation that it will have any 
effect in raising prices. In the former case, the whole 
extra amount of currency was absorbed in the circu- 
lation, and its effects were at an end, except in as far 
as that every one who went to buy withdrew from his 
hoard double the quantity of money that would have 
beien necessary before the increase in the currency 
came about, and in return received, in like manner, 
two coins where before he would have got only 
one, as the price of his commodities or the wages of 
his labour. But in the present case, the extra 
amount of currency is not absorbed in the circula- 
tion; it never can be absorbed; and so long as it 
exists, it will prove a source of evil, and bring, as its 
never-failing companions, speculation at one time, 
and panic at the other. I have said it never can be 
absorbed, that is> without an entirie iehange in the 
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circumstances or habits of the people. Their trade 
may be doubled, or prices of all commodities may be 
quadrupled ; but that will not cause a greater amount 
of money to remain in circulation, for the larger 
transactions are, the less money, generally speaking, is 
required for conducting them. An increase in the po- 
pidation (other things remaining the same) will admit 
of a larger amount of money being kept in circulation; 
but the constant tendency, where there is an increas- 
ing population, and an increasing business, is to eco* 
nomise the use of money; and the only circumstance 
which could lead to the absorption in the circulation 
of the supposed increase of currency^ would be the 
abolition bf all the banking institutions of the country. 
Were that to be done, then " Island ISo. 2" would be 
the same way situated as "Island ISo. 1 ;'' prices would 
settle down, for a time, at least, one hundred per cent, 
above their former level, and the impetus to specula- 
tion would be withdrawn ; but so long as banks conti- 
nue to exist, and to allow interest (however small) on 
deposits, or so long as interest or advantage of any 
kind can accrue to the owners of money from lending 
it, 80 long will this increased stock fbrm a redundant 
currency, and an incubus on the commerce of the 
people. The bank^:^ may reduce their rate of inte- 
rest to the lowest point ; but neither by so doing, 
nor by any possible exercise of ingenuity, will they 
be able to get rid of it. Lend it as they will ; spe- 
culate on their deposits by lending them without 
regard to the chance of their withdrawal, the extra 
supply of money will still return to them, just 
because it forms a "redundant currency," or a cur- 
rency in excess of what is required fot the proper 



Digitized by VjOOQIC 



76 MONEY. 

discharge of the duties of a currency, that is, in 
excess of what is required for carrying on the com- 
mercial exchanges of the people. The demand for 
the loan of capital, and also the power of supplying 
that demand, may increase without limit, unaccom- 
panied by any increased necessity for money ; and 
the loan transactions of the banks, and the general 
business of the community, may be extended in a 
tenfold degree, without a single additional money- 
token being required for the conducting of them. 

So long as this surplus stock of money continues 
to float about, the tendency of prices will continue 
upwards. Such uninterrupted advance in prices 
could not, however, take place in any community 
such as we have yet known in the world; and the 
state of continuous '^prosperity" now imagined could 
exist only among a people, the labour of whose mem- 
bers was so admirably adjusted that the production 
of all commodities progressed so equally, and so 
exactly in proportion to the want existing for them, 
that no one article should be produced in excess of 
that want, and consequently no glut of commodities 
should result. When civilization shall have advanced 
a few stages beyond the point at which it has yet 
arrived, such arrangements will, I have no doubt, be 
easily accompUshed ; but this point has not yet been 
reached. In the meantime, we find that any unusual 
impetus to trade is always followed by a production 
of some commodities in excess of others, in which 
case there is said to have been an over-production of 
the former ; and the consequence is, an impossibility 
of finding purchasers for them, that is, parties not 
only willing to take them, (who can always be found). 
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but parties able to give in return commodities of 
equal value. We may therefore assume that this 
would be the case in our supposed island. Prices 
would continue to advance^ tiU^ in some branch of 
manufacture^ whether from greater energy on the 
part of those engaged in it^ or from its being a busi- 
ness of more agreeable character^ thus inducing 
greater numbers to embark in it^ or from any other 
cause^ it is not material, the production should so 
far outstrip the production of other commodities, 
that the parties engaged in it should find it impos- 
sible to exchange their stocks, as they had formerly 
been accustomed to do, for such an amount of other 
commodities, or, what is tantamount thereto, for 
such an amount of money as should give them the 
command of an amount of other commodities, suffi- 
cient to compensate them for the capital represented 
by the goods they seek to dispose of. 

But the parties engaged in the production of these 
goods are presumed to have availed themselves of 
the banking facilities supposed to have been liberally 
offered to them. They have, therefore, pecuniary 
liabilities to discharge, and they have only two alter- 
natives — the one, to suspend payment, and the 
other, to discharge their liabilities by realising their 
stocks at the best prices they can obtain. Those 
who have the hope of being thereby enabled to meet 
their obligations, will adopt the latter course. Prices 
of the goods they deal in will thus tend downwards ; 
other holders of similar goods will become alarmed, 
and, in the fear of a still further decline, will rush 
into the market to clear off their stocks ; the panic 
will spread, till no one holding money will be dis- 
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posed to buy at any price ; and this disinclination to 
buy will not be limited to the particular descriptions 
of goods in which the over-production has taken 
place^ but will extend to all commodities; no one 
being able to realise his stock except at a sacrifice^ 
those only will be able to meet their engagements 
whose position is unusually farourable ; the traders 
of less capital will be compelled to fail ; money, the 
supply of which was formerly so much in excess of 
the waiits of the community, is now not to be had, 
even on the ipost undoubted security; interest, 
which was formerly very low, is now extravagantly 
high ; the panic becomes general, and it ends in wide- 
spread bankruptcy, and in a general fall of prices to 
a level as low as, or lower than, that at which they 
stpod before the supposed increase of currency took 
place. 

But what has become of the money i It is all in 
the country still ; but in place of circulating rapidly 
from one hand to another, — ^all beyond what was 
necessary for conducting the exchanges of commo- 
dities daily occurring, being at the close of each day 
deposited in the banks, — as was the case before, now, 
no one who can get money into his hands is wilUng 
to part with it; it circulates slowly, in place of 
quickly, and the consequence is, that the quantity, 
which was formerly double what the wants of the 
community required to conduct a large business, is 
now insufficient for the conducting of a comparatively 
hmited amount of it. The evU under which the 
community now suflfers most deeply is a want of 
money, or circulating medium^ in place of, as formerly, 
a superfluity of it. It is not a want of capital, a& will 
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be evident to any one who considers that the very 
origin of all this panic consisted of an excess of 
capital, that is, an over-production of some descrip- 
tions of capital (or commodities), ^b compared with 
the production of other descriptions of capital (or 
commodities). While there has been an over-pro- 
duction of one class, it is not implied that there has 
been any diminished production of other classes ; the 
lajtter may also have increased, though they may not 
have increased in the same ratio as the former, so 
that the capital of this " Island No. 2 " may be pre- 
sumed to have been very much greater, both at the 
beginning and at the end of the supposed panic, than 
it was ever before ; and thus the mischief cannot 
have arisen, as it has sometimes been said that 
similar commercial convulsions have done, from want 
of capital, but solely from want of the instrument of 
exchange, or money, acting on a state of society 
rendered in the most extreme degree susceptible, 
froni the extent to which the system of trading on 
borrowed capital is presumed to have been carried. 
It is a common observation, that during the panic 
period there is a greater depiand for the loan of 
capital, and a^so for ^circulating medium (or bank- 
notes), than there is during the speculative period, 
which always comes before it in the commercial 
cycle. But it is aji erroneous one. There is no 
greater absolute demand for the loan of capital^ nor 
for money, in the former period than in the latter ; 
and the circumstances which make it appear that 
there is such, are simply these — ^that the banks, who 
are presumed, in this imaginary community (as is 
the case among ourselves), to carry on the chief part 
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of their operations on borrowed capital^ being in 
constant dread of their deposits being recalled (they 
being also presumed to be repayable on demand), 
are debarred by prudential considerations from lend- 
ing their capital with the freedom with which they 
previously advanced it. Their capital is thus ren- 
dered for the time useless ; while to have it in a form 
immediately available to meet the demands that may 
be made upon them by their depositors, it must be 
kept in the shape of money. Money is thus with- 
drawn from circulation. The quantity left floating 
is insufficient to provide the means of conducting the 
transactions of trade ; and the general effect of the 
whole is this — that, without any diminution in the 
amount of loanable capital, without any increase in 
the demand for it by borrowers, without (it may be) 
any diminution in the amount of money in the 
country, and without any increased necessity for 
money, capital, in the form of money, comes to be 
almost unprocurable, even on the most undoubted 
security, and the consequences are, that prices of all 
commodities undergo a rapid decline, and bank- 
ruptcy and desolation follow. 

Then, after the panic is over, how do matters stand? 
Simply thus : — Thousands have been reduced from 
affluence to poverty ; but hundreds have been raised 
from affluence to greater wealth ; for all that has 
taken place is merely a change in the money prices 
of commodities, and a transfer in the ownership of 
them from one to another. But there has been no 
destruction of capital. The commodities which were 
in the island before the panic began, are (its trade 
being presumed to be purely internal) all in the 
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island still (dtie allowatice being made for ordinary 
consumption^ which in a time of panic, generally, to 
a greater or less extent, exceeds the production), so 
that the whole capital or wealth of the community 
remains unaltered. A statistical report would now, 
from the fall in prices, estimate it at a smaller money 
ralue ; but the whole capital is still there, and the 
difference that has been brought about by the £aJl in 
prices is simply to enrich those who occupy the posi- 
tion of moneyed capitalists, at the expense of those to 
whom, through the medium of money, their capital 
had been lent. The rise in prices that took place 
before had the opposite effect. Then the moneyed 
capitalists were the sufferers. Those who had pay^ 
ment of debts to receive/ obtwied payment in money 
of an inferior purchasing power to that which they 
had lent* !N"ow, those who hare payment of debts 
to reoeite, obtdn payment in money possessing a 
purchasing pow^ as much greater. 



Thus far I have proceeded on the assumption that 
the tirade of the island is altogether internal. If it 
be partly for^gn, then the first diff^ence obserrable 
would! be^ that panic would follow speculation at a 
much eax'lier date. When the trade w4S entirely ahome 
one, all producers worked under equally favourable 
circumstances, and the increased banking facilities 
which stimulated One Class of producers, would be 
equally available to all others; so that the produc- 
tion of each would be increased in a nearly coflre- 
sponding proportion. Bnt in tihie case of the people of 
this ^* Island No. 2" making goods, not for their own 
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use^ but for the purpose of exchanging them for the 
products of other countries, the probability is, that the 
people of those other countries, not having had their 
production stimulated in the same degree, will have 
no correspondingly increased quantity of commodi- 
ties to give to the people of" Island No. 2 " in return 
for the increased supplies sent by them to their re- 
spective markets. The markets of these countries 
will, therefore, be (what is called) glutted with the 
products of " Island No. 2 ;" that is, they will have no 
equivalent amount of commodities to give in ex- 
change for them ; and the receipt by the people of 
" Island No. 2 " of intelligence that such is the case, 
will bring about the same feeUng of alarm and panic 
that I have above alluded to as resulting from " over- 
production," where the trade was only a home one. 

Mutual confidence will be impaired. Those who 
have debts owing to them will endeavour to get 
them in as soon as possible. No one will be disposed 
to trust another ; so that those who had been ship- 
ping goods to foreign markets, now supposed to be 
glutted with them, and who, we may assume, have 
been trading to a greater or less extent on borrowed 
capital, will forthwith write to their agents there, 
urging the immediate sale of their stocks, and the re- 
mittance of their proceeds — such being the only course 
that can be adopted to enable them to meet their 
business obligations, and to discharge the pressing 
demands of those by the loan of whose capital they 
have been enabled to carry on their extended ope- 
rations. 

I have just said that the people of these other 
countries have no increased quantity of commodities 
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to give in return for the increased quantities sent to 
their respective markets by the people of " Island !N"o. 
2.'* They have^ however, a certain quantity of com- 
modities of the description which they have been 
accustomed to give to the people of that island in 
return for commodities received from them; and 
which quantity — ^it being in excess of what they 
require for their own consumption — ^they would be 
well pleased to barter for the goods of their neigh- 
bours, and that in the same proportions as before. 
But the agents of the merchants of ^^ Island No. 2 " 
have imperative orders to realise at once ; and so 
they rush into the market, each desirous immediately 
to exchange his stock for some commodity which, sent 
to ^^ Island "No. 2," may constitute a return to the 
merchant there, and afford him the means of paying 
his debts* But rushing into the market simultane- 
ously, each seeking at once to dispose of his goods, 
the demands of the opposite dealers are raised ; and 
the result is, that — in place of getting, in return for 
their increased quantity of " Second Island " goods, 
first, an increased quantity of foreign goods, which the 
shippers, no doubt, expected to get, but which, from 
the absence of any increase in the quantity of foreign 
goods, it is impossible they can get; or, second, a 
quantity of foreign goods equal to what they had 
been, in former years, accustomed to get for the 
smaller quantity of " Second Island" goods conunonly 
sent to the different markets, which, in common 
fairness, they ought to have got — ^they end with get- 
ting, in return for their increased shipments, not an 
increased quantity, not even an equal quantity, but 
actually a less quantity of foreign goods than they 
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had been accustomed to get in exciiange for the 
more moderate shipments <rf former years. 

Now, it must be apparent to erery one that the re- 
sult of this year's shipments will be anything bnt satis- 
factory to the merchants of " Second Iidand*" They 
sent away consignments greater than they ever did 
before ; and they have got back an amount of returns 
less than they ever got before. Their consignments^ 
too, were sent away when money was abundant, and 
prices of all commodities high ; the commodities got 
back in return come in when money is scarce, and 
prices, consequently, are low. They thus lose at each 
end ; and the result is, that many of their number are 
ruined ; and those who are not so, are heavy losers ; 
the winding up of the whole being, thai, in so far as 
the making of goods for the supply of foreign markets 
is concerned, the increased production has, so far 
from being attended with advantage to the people of 
^' Second Island," been a source of positive loss j they 
having, in return for all their extra labour, got a 
smaller amount of foreign commodities than they 
had been accustomed to get before for their »naller 
shipments. 

The above illustration, commencing with page 81, 
has proceeded on the assumption that the trade of 
^' Second Island" with other countries is one of simple 
barter; and that the goods of that island are 
exchanged directly for an equivalent of foreign com- 
modities — no credit being given or taken. But if we 
now suppose that its commercial relations with otb^ 
countries are of a more complicated character, and 
that its imports do not always form an exact coun- 
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terpart or representation of its exports, but that its 
import and export trade are carried on for, or by, 
different parties, the importers, being natives, paying 
for their purchases in foreign countries with bills 
drawn on '^ Second Island," and the exporters get* 
ting returns for the proceeds of then: goods in bills> 
in place o^ as before, getting back the commodities 
for which their goods were bartered ; or the com- 
modities imported into ^' Second Island" being sent 
there by and for account of foreign merchants, who 
take their returns in bUls drawn on their respective 
countries by the merchants of " Second Island," who 
have been sending to these coimtries their manu* 
factures, the proceeds of which they get back by 
selling bills to the foreign merchants; then the 
injurious effects of this increased currency would 
become still sooner apparent, and be still more 
marked in their character. The articles imported 
from abroad, coming into a market excited and ren- 
dered speculative by the influence of a redundant 
currency, would share in the general advance of 
prices resulting therefrom; whUe the goods sent 
abroad, going into markets where no such state of 
matters existed, would bring no advance of prices 
commensurate with the increased cost of production ; 
for though it is a principle among certain theoretical 
writers on poUtical economy, that the prices of com- 
modities are regulated by cost of production, every 
merchant knows that the sole regulator of price in 
all markets, home and foreign, is the relation for 
the time existing between supply and demand. A 
fell of price below what is necessary to cover cost of 
production, will tend to diminish the supply, and also 
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to increase the demand ; but in fixing the prices that 
people will give either for goods or for gold^ the con- 
sideration of what it may have cost to produce them 
forms no element. The state of matters will there* 
fore be^ that imports will bring high prices in 
^^ Second Island," while the exports of its merchants 
will bring low prices in the countries they are sent 
to ; and thus, though it may be that their exports 
are as great in quantity, and intrinsically as valuable, 
as they were in any former year; while, on the other 
hand, their imports are no greater in quantity, nor in- 
trinsically more valuable than in any former year, the 
exports prove insufficient to pay for the imports ; 
^^ Second Island " has a larger money amount to pay to 
foreign countries than it has to receive from them, and 
the bills drawn by its merchants on foreign countries 
are insufficient to afford a medium of remittance for 
all the money that has to be sent to these foreign 
countries, in return for the proceeds of their commo- 
dities sold in " Second Island ; " or, in mercantile 
language, the exchanges become unfavourable to that 
island. The foreign merchants being unable to pro- 
cure bills, and being indisposed to purchase goods, 
will select gold as a medium through wbich to remit 
the balance still to be sent ; but the withdrawal of 
this from the money market, from the coin circu- 
lating in which it is presumed to be taken, will 
cause a feeling of alarm. Whereas, money was for- 
merly in excess, now it becomes deficient in quantity ; 
every one is unwilling to part with what he has of 
it; mutual distrust follows; prices of goods fall; 
traders become bankrupt ; and panic and desolation 
follow. 



Digitized by VjOOQIC 



MONEY. 87 

But there is another channel still through which 
their redundant currency is likely to bring calamity^ 
or blessing — as may be considered the best name- — 
on the people of " Second Island." The abundance 
of money caused a reduction in the rate of interest. 
This would be unsatisfactory to the moneyed capital- 
ists of the island. The island has been presumed to 
be in communication with foreign countries; and 
if interest be higher in them^ while security to pro- 
perty is equals or nearly so, to what it is in '* Second 
Island," then the probability is that some of the 
moneyed capitalists of that island will send their 
money to these countries to secure the higher return 
there to be obtained for the loan of it. But how 
will they do this? By shipping the gold to the 
foreign countries in which they propose to inyest it ? 
The political economist may answer, Yes. But every 
intelligent merchant will say K"o. For so long as the 
exchanges are at par between two countries, no gold 
passes from the one to the other. Gold goes from 
one country to another when it is wanted to adjust 
an unfavourable balance of trade, but only then ; and, 
accordingly, the way in which they will transmit 
their capital will be by purchasing, from such of their 
neighbours as send goods to these countries, bills 
drawn against the proceeds of their shipments, which 
bills they will remit to the agents abroad, to whom 
they intrust the investing of the money. Or, if the 
people of these countries are in the habit of sending 
"stocks" to "Second Island" for sale, then the 
capitalists of that island, in place of, as formerly, 
sending bills to agents abroad, for investment of the 
proceeds, will buy the foreign stocks so offered for 
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sale^ paying the price of them to the ^ents through 
whom their foreign owners may havo sold them. 
But the only further difference between the two 
modea of procedure will be, th^t the bills, formerly 
supposed to be purchased by the '' Second bland " 
capitalists, will now be bought by the agents of the 
foreigners to whom the stocks belonged, and to whom 
they will be remitted ; in both cases the result will 
be the same, namely, that the proceeds of the goods 
in question, being thus allowed to remain abroad, will 
cease to serve oa payment for the commodities which 
may be supposed to have been impcnrted from the 
countries in question, which will, therefore, turn the 
exchanges against ^^Becond Island,'' and leave a 
balance due to these countries, which they, having 
ahready taken all of the products of that island which 
they wish to consume, will takQ payment of in the 
shape of gold. In the mean time, however, the gold 
remains in the country, ^Notwithstanding this trans* 
fer of capital for investment abroad, money continues 
as abundant as ever, and so will continue to be till 
the time comes round when returns have to be made 
for those foreign products imported into ^^ Island INo. 
2," for which goods previously sent to the countries 
from whence they came would have afforded returns, 
had it not been that the proceeds of these goods 
have already been invested in foreign securities, aa 
just mentioned. To supply the deficiency, gold is 
exported, and then follows that train of evils which 
the ingenuity of man has made to result from a short 
supply of the wonderful metal, 

A considerable proportion of the redundant cur- 
rency may be supposed to have been now got rid of; 
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and if it could be kept away, it would be well. 
But panic is iiratioual; and we find, accordingly^ 
that prices of all commodities jbave fallen, not only to 
the level at which they stood before the ciirrency of 
the island wa« doubled, and the speculation fomented 
by it had begun to operate, but so far below that 
level as to attract the notice of foreigners, who, 
accordingly bring back the gold which they lately 
took away, and which they obtained in payment of 
their commodities sold at the high prices prevailing 
under an inflated currency, and invest it in the 
purchase of commodities which they buy at the 
prices prevailing during a period of panic, and under 
a currency now aa much contracted as it was before 
expanded ; and so, in place of being permanently 
relieved of this golden incubus, it comes back, in the 
first instance, to impoverish the nation, and, in the 
next, to bring again speculation, to be followed, as 
before, by panic, and so on, on, on. 

ITow, in this last case, (that is, where the trade is 
partly foreign,) the evils that have resulted to the 
community are far more serious than in the one 
previously quoted. Then the trade of the island 
being purely internal, its capital remained at the end 
of the panic pretty much the same as it had been at 
the beginning of it. Much suffering was endured, 
firom loss of property ; but, on the other hand, great 
advantages resulted to some from unexpected acces*- 
sions to their fortunes — almost all that was lost by 
the sufferers having been clear gain to some of their 
neighbours. But where the trade of the island is 
foreign, then an equal amount of suffering is endured, 
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while the consolation is wanting that the loss of one 
part of the population is gain to another part. 
Some of the gain will undoubtedly remain within 
the island. A rise in the value of money will 
always benefit the moneyed capitalists at the ex- 
pense of the propertied capitalists ; but in this 
case the moneyed capitaUsts of the island get only a 
share of what is lost to their neighbours^ and the 
remainder of that loss will accrue to the people of 
other countries. 

We have seen that, on the first symptom of panic, 
those who had been shipping goods to foreign mar- 
kets sent imperative orders to their agents there at 
once to sell their stocks for what they would bring, 
and remit them the proceeds ; and that their agents, 
acting under these orders, did forthwith sell their 
goods for what they would bring, which proved to 
be a great deal less than, had they been sold in 
the ordinary course of business, and not been forced 
on the market, they would have brought, — ^being, 
in fact, less than had in former years been ob- 
tained for the smaller supplies then sent ; so that, 
as regards the foreign trade of '* Island iNTo. 2," the 
effect of the increased production of its manufactures 
has only been to enrich the people with whom they 
traded, who, through the headlong haste of the 
merchants of that island to realise, — 2l haste rendered 
necessary by the system of trading on borrowed 
capital presumed to exist among them, — have been 
enabled to obtain all that increased production, and 
that, too, at a reduction of price not relative merely, 
but absolute ; not only have they given no increased 
quantity of their own commodities in return, but 
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actually a less quantity than they had been accus- 
tomed to give before for the smaller supplies then 
received of "Second Island" goods. And, accordingly, 
not only have the people of "Second Island" been 
left without any advantage arising to them from 
their increased industry, but they have got in 
return even a smaller quantity of foreign commodi- 
ties than they had got in former years when their 
production and their shipments were on a more 
limited scale. 

They have now got rid of their redundant gold ; 
not, however, to remain away for ever, but just to 
wait till the absence of it, acting in combination with 
blind panic, shall have reduced prices of all the 
products of " Second Island" to a point so low as 
to induce the foreigners who have obtained this 
gold to send it back in exchange for goods at prices 
fifty or sixty per cent, below what they could be made 
for. All this implies loss to the members of the com- 
munity of "Second Island," unrecompensed by corre- 
sponding gain to other members, — ^the loss to them 
being, so far, gain only to the people of foreign 
countries, who have been enabled to turn the 
commercial convulsions of that island to their own 
advantage, and to enrich themselves at the expense 
of its population. 

Unnatural excitement, however, can be of only 
temporary duration. After a time, things settle 
down, and commerce begins again to resume activity; 
confidence is restored ; prices have fallen as low as 
they ever were before ; people think they are sure to 
rise 'y money has again become abundant ; interest 
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has agaia become moderate; it is now easy to 
borrow; and so speculation begins again; and 
prices rise higher^ and higher, and higher^ and so 
continue till panic comes again, bringing in its train 
bankruptcy and extensive misery, and then follows 
abundant money, and then speculation, and then 
panic, and so on, and on to the end of time, or till 
the community, through the spread of intelligence 
among themselves or their rulers, shall get rid of 
this fairy gift of gold, which has been the grand 
cause of all the fancied prosperity and the real 
misery which would accompany the series of events I 
have now endeavoured to describe. 

** Get rid of this fairy gift of gold?" Certainly, 
people of " Second Island 1 " *' Beject the brilliant 
results that flowed from it, of rising prices, and for- 
tunes rapidly acquired?'' By all means : unless you 
can retain the risen prices and the rapidly-acquired 
fortunes, and at same time keep away the fall- 
ing prices and the as rapidly lost fortunes which 
are sure to succeed, — a consummation this which it 
would be somewhat difficult to reach, and which 
even a repetition of the gold-gift would be power- 
less to attain. There are only two alternatives 
before you— the one is, to let things remain as they 
are, with panic succeeding speculation in unceas- 
ing round, to convert your people into a nation of 
gamblers; and the other is, to get rid of your fairy 
gift of gold, or, in other words, of your redundant 
currency. 

But how is this to be accomplished ? Very easily* 
Before this fairy gift of gold made its appearance, 
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there was in the island £100^000^ which was saffioient 
for all the purposes of trade and commerce. Kow 
there is £200,000, being £100,000 more than is 
needed. Let the government forthwith impose a 
tax, which will produce £100,000 ; put the money, 
as soon as collected, into a cellar, and there let it 
remain, under lock and key, till it can be better 
disposed of. Such a heavy tax would likely create 
some dissatisfaction among the people of ** Second 
Island," and the withdrawal of so much money from 
the tills of the banks where it had been accustomed 
to lie would create a feeling of insufficient currency ; 
a rise of interest would follow, and panic and alarm 
might be apt to come after it. These, however, 
would be easily prevented; and all that would be 
required to prevent them would rimply be for the 
government to announce that, at a certain specified 
rate of interest, parties wanting money, and able to 
furnish satisfEictory security, should obtain it. iN'one 
would be applied for ; because the supposed want is 
imaginary, not real ; it is the effect of panic^ not of 
reason : and the knowledge that if money should be 
wanted it could be obtained, would be all that would 
be required to allay the fears of the most timorous. 

Then as regards the ultimate disposal of the gokL 
K need be, if the people are very ignorant, or if 
they have surrendered their intellect to the absur^ 
dities of political economy (so called), then let them 
imagine, if they like, that it continues in the cellar 
in which it is at first stowed away. If left there, 
however, all that can be said of it will be that it can 
do no harm ; while everything that nature produces 
is intended to do some good ; but how to turn it best 
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to account will depend on circumstances. K the 
nation be a poor one, then let it be shipped off forth- 
with to some place where it can be made more useful, 
and there let it be exchanged for machinery, or such 
other articles as may, by being imported into ** Second 
Island," tend mopt effectually to promote the agricul- 
tural or manufacturing improvement of its people ; 
while if the nation be a rich one, then let the gold 
be applied to the architectural decoration of their 
churches and dwellings, or sent abroad in exchange 
for works of art, the introduction of which will refine 
their taste, and increase their rational enjoyment. 



I have now endeavoured to lay before the reader 
a sketch of the consequences which would flow, un- 
der certain specified conditions, from an increase in 
the amount of currency in an imaginary community: 
and if for an unknown island he will be pleased to 
substitute the United Kingdom of Great Britain and 
Ireland, and for a miraculous increase of gold to read 
a non-miraculous increase of paper, I think, he will 
find that the picture will serve equally well for our 
own country, and that some inferences may be drawn 
from the narrative of a practically important cha- 
racter. The picture seems to me, indeed, (due al- 
lowancebeing made forthe difference betweena purely 
metallic and a partly paper currency,) to form pretty 
much a counterpart of what it would be were it 
designed to represent the leading characteristics 
of one of those cycles, a continual succession of 
which has constituted our commercial history for 
sixty years back, and the study of it may enable us 
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more easily to trace to their origin those periodical 
convulsions to which our mercantile career has been 
so long subject. 

If the foregoing sketch gives a true representa- 
tion of the effects which would flow from an increase 
in the amount of currency under circumstances such 
as those detailed^ the following inferences may be 
deduced from it. 

. First. It was laid down by Hume as an axiom — 
and in this he has been very generally followed by 
subsequent writers — that, under all circumstances^ an 
increase in the quantity of money circulating in any 
country will be followed by a rise in prices exactly 
in accordance with the proportion which the increase 
in the quantity may bear to the amount previously 
circulating ; that is, that if the whole money circu- 
lating be doubled, prices wfll rise one hundred per 
cent. ; that if it be increased one-half, then prices, 
will advance fifty per cent., and so on. But from 
what we have seen in the foregoing sketch, it would 
appear that this holds good only in countries where 
the lending of money at interest is not practised ; and 
that where the custom of taking interest for the loan 
of money prevails, the only way in which an increase 
in the quantity of money will come to have any 
effect on prices will be by causing the borrowing of 
money to be more easy, and that at lower rates of 
interest, — ^thereby giving an impetus to speculation, 
from which advanced prices will naturally follow ; so 
that, if th6 increase in the quantity of money fails to 
excite a spirit of speculation, prices of commodities 
will continue exactly as they would have been had no 
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increase taken tsAcQ{i^ place. And it would also 
appear that^ under Buch circumBtances, the advance 
of prices would not be (as it would be in a country 
where lending at interest was unknown^ and as Hume 
supposed it would be in every ease) an advance only 
according to the proportion which the addition to 
the currency bore to its former amount^ but that thid 
increase of currency might afibct prices to an extent 
immeasurably greater. Where lending at intefest 
was unknown^ an increase of one hundred per cent, 
in the currency would be at once absorbed in the eir« 
culation^ and would at once double the average of 
prices of all commodities. An increase of fifty per 
cent, would add one--half to the average prices of all 
commodities^ and so on. But in a country with 
banking institutions^ an addition of ten per cent, to 
the currency might serve so to reduce interest of 
money^ and so to stimulate speculation^ aa to lead to 
an advance of prices quite unlimited. 

Second. It was maintained by Hume that an in^ 
crease in the quantity ot money circulating in any 
country had no effect in reducing interest. But 
from what has been stated in the foregoing sketchy 
it would appear that a fall in interest is the inevitable 
consequence of such an increase, other things remain^ 
ing the same^ This is a very necessary qualification^ 
as the value of money in any country, and the rate 
of interest also, depends not only on the relation that 
exists between the supply of money and the number 
of exchanges to be effected by it, but also on the 
rapidity with which it circulates from one hand to 
another,— this, again, being regulated by the state of 
mutual confidence among merchants. When confi- 
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dence is high^ people consider it unnecessary to 
provide for the due discharge of their pecuniary 
liabilities till such time as they approach maturity^ 
because they have the assurance that when money 
shall be required^ it will be easily obtained ; but when 
a different state of things prevails^ and when confi- 
dence has become impaired^ then they consider it 
necessary to provide for contingencies^ by holding in 
reserve all the money they can command^ the loss of 
interest arising from that — ^which in ordinary times 
they would not think of submitting to — being little 
regarded, in comparison with the risk of being un- 
able to obtain money when it may be needed. The 
hoarding which results from such a want of confi- 
dence makes a very material difference in the amount 
of money required for conducting the pecuniary 
transactions of a country, — a difference strikingly 
illustrated by the fact, that in October, 1847, the 
amount of Bank of England notes in the hands of 
the public was £20,800,000 ; and yet such was then 
the scarcity of money in London, that houses of the 
most undoubted solvency were unable to obtain it on 
security bills of the highest class, or even of silver 
bullion ; while in March, 1848, the amount of Bank 
of England notes circulating was only £17,700,000, 
and (in the words of Mr Gurney), " there was no 
banker in London who had not in his safe more 
notes than he could make use of." * In the one case, 
the amount of money in circulation was absolutdy 
large, but relatively small ; in the other, it was abso- 
lutely small, but relatively large. The former was a 
period of alarm ; and increased as the money in 

* Lords' Report of 1848. No. 2645. 
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hands of the public was^ it was still insufficient to 
counterbalance the slowness of circulation^ caused by 
the universal panic that existed ; the latter was a 
period of mutual confidence, and contracted as the 
currency had become, it was still redundant. It is 
evident that an increase of money under such cir- 
cumstances would have no effect in lowering inte^ 
rest ; its only effect would be to prevent interest 
rising so high as it otherwise would do. But it is a 
fact, known to every merchant and banker, that, in 
ordinary circumstances, an increase in the quantity 
of money is always succeeded by a fall in rate of in- 
terest ; and the logic by which Mr Hume sought to 
prove that an increase of currency ought not to have 
this effect, has been shewn to be unsound, and to 
have proceeded from a confusion of ideas as to the 
results flowing respectively from increased quantity 
and diminished value of money. To prevent the 
possibiUty of misapprehension, it may be well to add, 
that the effect upon rate of interest, produced by a 
contraction of the currency, would cease so soon as 
that contraction should have arrived at its extreme 
point, and so soon as its effect upon prices should 
have been fully realised, in reducing them to that 
lower level which the reduced extent of the circula- 
tion should alone be sufficient to sustain. Prices of 
commodities being once brought down to this level, 
and the amount of currency being preserved in exact 
accordance vnth the requirements of the circulation, then 
interest would return to its natural rate ; that is, to 
the rate determined by the supply of loanable capital 
on the one hand, and the demand for it by borrowers 
on the other. But to the intelligent reader it will 
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be evident that^ to preserve that exact proportion 
between the amount of currency and the require- 
ments of the circulation^ is a thing which^ with a cur- 
rency metallic^ or fluctuating as a metallic currency 
would do^ is altogether unattainable ; for, with such 
a system, no sooner should prices fall to their sup- 
posed low level, than confidence would come to be 
restored ; the currency, the previous contraction of 
which was relative, not absolute, would come to be 
redundant, and then speculation would follow as one 
effect of this redundancy, and unnatural depression 
of rate of interest as another. 

Third. In opposition to the opinion of Hume, who 
held that additions to the currency of a country 
would immediately be absorbed in the circulation, 
and operate directly in raising prices of all commo- 
dities, Adam Smith maintained that they would not 
be absorbed in the circulation, and that the amount 
of currency in excess of what was required for circu- 
lation would at once " overflow,'* and seek employ- 
ment abroad, leaving prices unaltered. 

As this involves several points of great importance, 
it may be well to quote at length the passage in 
which Dr Smith discusses the subject. " Let us,'* 
he says, " suppose, for example, that the whole cir- 
culating money of some particular country amounted, 
at a particular time, to one million sterling, — that sum 
being then sufficient for circulating the whole annual 
produce of their land and labour ; let us suppose, too, 
that some time thereafter different banks and bankers 
issued promissory notes, payable to the bearer, to the 
extent of one million, reserving, in their different 
coffers, two hundred thousand pounds for answering 
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occasional demands ; there would remain, therefore, 
in circulation, eight hundred thousand pounds in 
gold and silver, and a million of bank-notes, or 
eighteen hundred thousand pounds of paper and 
money together. But the annual produce of the 
land and labour of the country had before required 
only one million to circulate and distribute it to its 
proper consumers, and that annual produce cannot 
be immediately augmented by those operations of 
banking. One miUion, therefore, will be sufficient 
to circulate it after them. The goods to be bought 
and sold being precisely the same as before, the same 
quantity of money will be sufficient for buying and 
selling them. The channel of circulation, if I may 
be allowed such an expression, will remain precisely 
the same as before. One milUon we have supposed 
sufficient to fill that channel. Whatever, therefore, 
is poured into it beyond this sum, cannot run into 
it, but must overflow. One miUion eight hundred 
thousand pounds are poured into it ; eight himdred 
thousand pounds, therefore, must overflow, — that sum 
being over and above what can be employed in the 
circulation of the country. But though this sum 
cannot be employed at home, it is too valuable to be 
allowed to lie idle. It will therefore be sent abroad, 
in order to seek that profitable employment which it 
cannot find at home. But the paper cannot go 
abroad, because, at a distance from the banks which 
issue it, and from the country in which payment of 
it can be exacted by law, it will not be received in 
common payments. Gold and silver, therefore, to 
the amount of eight hundred thousand pounds, will 
be sent abroad, and the channel of home circulation 
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will remain filled with a million of paper^ instead of 
a million of those metals which filled it before." * He 
then goes on to remark that the gold and silver thus 
exported will be laid out in the purchase of foreign 
goods^ either to supply the consumption of some 
foreign country^ by what is called the carrying trade, 
or to supply the consumption of the country they 
have been sent out of ; and he observes afterwards, — 
^^ The increase of paper money, it has been said, by 
augmenting the quantity, and consequently diminish- 
ing the value, of the whole currency, necessarily 
augments the money price of commodities ; but as 
the quantity of gold and silver, which is taken from 
the currency, is always equal to the quantity of paper 
which is added to it, paper money does not neces- 
sarily increase the quantity of the whole currency," 
nor (it is implied) augment the money price of com- 
modities.f 

In these observations of Adam Smith's, there are 
two points calling for special comment. 1st, That 
increased issues of money cannot be absorbed in the 
circulation of a country presumed to be already 
sufficient. And, 2d, That increased issues of money 
will cause the circulation to overflow, and will cause 
an equal amount of the gold and silver (presumed to 
be curculating) to find their way abroad, without 
augmenting the money prices of commodities. 

Ist, "That increased issues of money cannot be 
absorbed in the circulation of a country, that circu- 
lation being presumed to be abeady sufficient," — is 
certainly untrue as regards a country where lending 

* "Wealth of Nations/' book ii, chap. 2. 
+ Ibid. 
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at interest; and^ consequently, banking institutions, 
are unknown. In such a state of society, the only 
way in which the money could be got into circula- 
tion would be by those who possessed it giving it in 
exchange for commodities, and having been once 
brought into circulation^ it must (except in so far as it 
may come to be hoarded,) continue to circulate; or, in 
other words, be absorbed in the circulation. But it is 
as certainly true that in a country where banking in- 
stitutions exist, and where^ consequently, the lend- 
ing of money at interest is practised, the amount of 
money actually circulating in it does not admit of 
being increased, or at least of being so by any 
means which can be supposed to be under the con- 
trol of the bankers, by whom the issues in question 
are presumed to be made. In the one case, the 
money is given in exchange for goods or services. 
But in the other case, the money is not given ; it is 
lent, and that, it is to be presumed, only to parties 
possessed of some means, who are bound, after the 
expiry of a certain period, to return it to those from 
whom they borrowed it, with addition of a certain 
amount in shape of interest for the loan of it ; and 
as soon as it has answered the end for which they 
obtained it, — say, by paying for certain goods pur- 
chased, — it will find its way back to the banker by 
whom it was issued, to secure for its then owner the 
benefit of that interest which bankers generally allow 
on money deposited with them. In the one case, 
it will swell the amount of money in circulation; 
in the other, it will have no such effect. 

This is a point on which, I believe, practical 
bankers are unanimous. Theorists, however, have 
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taken a different view of the subject. In the words 
of Mr Bicardo^ "a circulation can never be so 
abundant as to overflow ; for by diminishing its 
value, in the same proportion you will increase its 
quantity ; and by increasing its value, diminish its 
quantity:" the meaning intended to be conveyed 
by this hazy pomposity being, apparently, that all 
additions to the currency would at once be absorbed 
in the circulation, raising prices in a corresponding 
degree; and his followers have accordingly main- 
tained, that those to whom has been entrusted the 
privilege of issuing bank-notes payable in gold 
to the bearer on demand, may increase the circula- 
tion of the country to any extent almost to which 
they may feel disposed to do it ; and so decided have 
they been as to the reality of this power, that a 
great amount of very unprofitable legislation has 
been employed to check and curtail it. The notion 
that such power exists forms, indeed, a fundamental 
principle in the Acts of 1844 and 1845, by which 
the currency of the United Kingdom is now regu- 
lated ; and it may, therefore, be well to inquire how 
far that notion has any actual foundation. 

The ground on which those have proceeded who 
believe that bankers having the privilege of issuing 
bank-notes may increase their circulation at plea- 
sure, is, that by means of their issues they may 
increase their advances to any extent; and they 
presume that by increasing their advances, they 
must also increase their circulation in a correspond- 
ing degree. Now, no one who glances over a table 
of the assets and liabilities of the Bank of England 
can fail to observe the entire absence of anything 



Digitized by VjOOQIC 



104 MONET. 

like uniformity of proportion between its securities 
and its circulation ; the former frequently indicating 
that their advances to merchants are unusually 
large^ while the latter has undergone no extension. 
Two striking illustrations of this may be given from 
the history of the bank^ in 1836 and 1846. In the 
former of these years, it made use of the West 
India deposits, and of the loan from the East 
India Company, in extended advances to the 
public ; while, at same time, the amount of notes 
in circulation was actually undergoing diminution. 
And in the latter of these years, when the payment 
of the railway deposits was made to the bank, its 
securities were increased to about thirty millions; 
while the amount of notes in the hands of the 
public was not enlarged.* 

But the entire absence of any power on the part 
of bankers to increase the circulation may be clearly 
seen by inquiring what are the means by which 
alone they could attempt to do it. Suppose, then, 
the case of a bank which has a circulation of 
£200,000, and which discounts or advances to its 
customers to the extent of £40,000 daily. Does 
any one imagine that by increasing their discounts 
to £60,000 per day, they should be enabled to 
increase their circulation to £300,000, or in almost 
any degree at all ? Most assuredly they could not. 
The increased accommodation afforded to their cus- 
tomers would enable them greatly to extend their 
business transactions; but this would in no way 
tend to increase the circulation of the notes given 
to them by their banker. If, immediately on get- 
* Lords' Report of 1848. No. 3099. 
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ting the advances^ they employed them in paying 
for goods which they had bought, then the parties 
getting the notes in payment, would either them-^ 
selves, or through those to whom they may again 
have paid them away, send them to a bank, it 
might be in payment of a bill becoming due at it, or 
if not, to appear at credit of their account with the 
bank. And so, if they did not require to pay them 
away, the parties to whom the advances were made 
would at once return them to the bank from whom 
they obtained them, to appear at credit of their 
current account, and to secure the benefit of the 
interest presumed to be allowed by the bank on 
deposits ; but certainly no one would ever think of 
keeping the notes locked up in hi^ safe, so as 
to increase the bank's circulation. Most would be 
anxious to save interest, while those who disregarded 
the loss of that, or did business with banks which 
allowed no interest on deposits, would be anxious to 
secure the deference which bankers are apt to shew 
to those who have large balances at credit of their 
accounts. And thus, on the same day on which the 
notes were issued, a large proportion of them would 
be returned in payment of bills falling due, or 
in shape of deposits ; and the whole, or nearly 
the whole, of the balance would make their appear- 
ance on the first day after, on which it might be the 
custom of the place for the different banks to 
exchange notes; when, in all probability, an amount 
equal, or nearly so, to the whole excess of their 
issues, beyond what they had been accustomed 
to give out, would have to be paid to the banks 
holding them, in gold, or Bank of England notes^ 
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or Exchequer Billa^ as the custom of the place 
might be. 

It is true^ however^ that if freed from the obligar- 
tion of so paying their notes^ and if they allowed no 
interest on deposits^ then they might swell the circu* 
lation greatly by means of increased issues. But so 
long as banks of issue throughout the United King- 
dom are Uable to be compelled to pay their notes in 
gold^ or in what, as regards them^ is the same thing. 
Bank of England notes, or even in the absence of 
such obligation, so long as they allow interest on 
notes deposited with them, at a rate at all approach- 
ing that at which they lend them, so long must 
they remain utterly destitute of power to increase 
the circulation of the country beyond the measmre of 
what its wants demand. 

There are some departments of business in which 
(where, as in Scotland and Ireland, one-pound notes 
are used) the power of giving extended circulation to 
small notes is much greater than in others, such as 
that of engineers, railway contractors, and all others 
who employ numbers of workmen at rates of wages 
so high that each man shall, at the pay-day, be entit- 
led to receive one or more pounds in payment of his 
services; and it is evident that the A bank, by canvass- 
ing for the business of such traders, and holding out 
to them unusual advantages, might withdraw them 
from the B bank, with which they have hitherto been 
deaUng, and by getting them to use their (A bank) 
notes for payment of their wages, might increase 
their circulation. But this would only be to increase 
the circulation of one bank at the expense of that of 
another. The whole amount of notes circulating in 
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the district would remain exactly as it was before the 
efforts of the A bank for extending its circulation 
were begun ; and no steps that could be taken by 
one bank; or by any combination of banks^ could^ by 
possibility^ increase the amount of notes circulating 
throughout the country, unless the steps so taken 
should involve a diminishing of the opportunities 
enjoyed by the population of returning to the banks 
their surplus money. 

At present; in Scotland, every city, town, or even 
village, with any considerable number of inhabitants, 
has a bank ; and every man in business, whose trans- 
actions are not on the most limited scale, has an 
account with a bank, in which, at the close of bank 
hours, each day, he deposits all the money, amount- 
ing to £5, or the multiples of that sum, which he may 
have beside him, reserving only such small amount 
as may be required to meet any trifling demands that 
may be made upon him before the bank again opens. 
It is apparent that, under such circumstances, a much 
smaller amount only of money can be kept in circu- 
lation than, with a similar amount of business, would 
circulate in a country where banks were more rare, 
or where the custom of keeping a bank account was 
less general, or where fewer facilities were afforded 
for the reception of deposits ; and it must be seen by 
every one that a combination among the banks of 
Scotland, by which the number of banks, or branches, 
should be diminished, so that towns and villages now 
possessing banks, or bank-branches, should possess 
them no longer ; or by which the facilities for making 
deposits should be lessened,as byincreasingthe scaleof 
deposits admitted, from £5 and its multiples, to £10 
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.and its multiples^ or £20 and its multiples ; so that^ 
in place of people being allowed to lodge sums of £5, 
£10^ £15^ and so on^ they should be allowed to lodge 
no sums smaller than £10^ or intermediate between 
£10, £20, £30, and so on ; nor smaller than £20, 
or intermediate between £20, £40, £60, and so on, 
would have the effect of increasing to a considerable 
extent the circulation of the country ; which effect 
would also result from an abandonment by people in 
business of the custom of depositing their spare cash 
in banks. But the occurrence of these two contin- 
gencies is beyond the bounds of probability ; and I 
am strongly inclined to beUeve that the former is the 
only plan by which the banks, and the latter the 
only one by which the public, could bring about any 
increase in the actual circulation. 

It is true, that in each of the three kingdoms the 
circulation fluctuates constantly in amount, and with 
a remarkable degree of regularity. Thus, the circu- 
lation of the Bank of England is always greater in the 
months of January, AprU, July, and October, than in 
the other months of the year ; because in these foiu: 
months the dividends are paid to the holders of the 
national debt. Among the country banks of Eng- 
land the circulation is always at its highest amount 
in the month of April, after which it descends till 
August, when it is usually at its lowest point. It 
then gradually increases till !N"ovember, a slight re- 
action takes place in December, and then it again 
advances till it has again reached the highest point 
in April. The fluctuations in this case being, no 
doubt, dependent on the peculiarities of the different 
sorts of trade carried on, and also, to a great extent. 
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on the operations of agriculture. In Scotland^ the 
circulation is always at its highest elevation in May 
and IS'ovemher ; these heing the months of the half- 
yearly terms at which all rents, annuities, feu-duties, 
interest on mortgages, and servants' wages, are pay- 
^ able. The circuution begins to enlarge a number of 
weeks before each of these months, from the circum- 
, stance of parties commencing to collect money for 
payment of rents and servants' wages ; and when the 
term days have passed, the circulation contracts, and 
continues on a diminished scale till the next half- 
yearly term approaches. In Ireland, the circulation 
is at its highest point in January ; after which it de- 
cUnes till it reaches its lowest point in August or 
September, when it again expands ; the cause of the 
fluctuation being, that Ireland is chiefly an agricul- 
tural country, and that it is between August and 
January that the trade in grain, bacon, and cattle 
is most extensively carried on.* But it will be ob- 
served that those fluctuations all result from circum- 
stances connected with trade or agriculture, and that 
banks can have no control over them. 

The remarks made in the last paragraph but one, 
as regards Scotland, apply, of course, to every coun- 
try possessing banking institutions ; and I think we 
are fully warranted, therefore, in receiving Adam 
Smith's doctrine, " that increased issues of money 
cannot be absorbed in the circulation of a country — 
that circulation being presumed to be already suflS- 
cient," and that country being presumed to possess 
banking institutions, as one whose soundness is con- 
firmed both by reason and by experience; and I think 

♦ QUbert's "Practical Treatise on Banking," voL IL 
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we are also warranted in coming to the conclusion that 
the opposite opinion^ maintained by Mr Eicardo^ is 
unsound^ and that the clamours which have^ from time 
to time^ been raised by the advocates of the Bank of 
England; against the private and joint-stock banks, for 
unduly increasing the circulation of the country, are 
utterly baseless. It may be, and doubtless, in many 
cases, has been true, that these banks encourage 
speculation by the competition existing among them 
to find employment for their capital, leading them 
to give facilities to parties who employ these fa- 
cilities in an injudicious manner. It may also 
be true, that in many cases they have done this to 
such an extent that when times of panic appeared 
they were unable to meet their Uabilities. But all 
this had very little connexion, indeed, with the 
power they enjoyed of issuing bank-notes, and really 
proceeded from an improper use of their own capital, 
and especiallj of their deposits. The power of issu- 
ing notes answered the same purpose as an addition 
to their capital to extent of the average amount of 
their circulation ; but there are very few cases in 
which the circulation of any bank, other than the 
Bank of England, forms more tl^an an exceedingly 
small item compared with the united amount of its 
capital and its deposits. Thus, in Scotland, the gross 
capital of the banks of issue is about £12,000,000, 
while their authorised circulation is £3,087,209, — 
being only about twenty-five per cent, on amount of 
their capital But, to shew their means, we must 
add their deposits to their capital, and the two 
together amount to not less than £40,000,000 to 
£42,000,000 ; so that their privilege of issuing notes 
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makes an addition to their whole means to an 
extent not greater than seven to seven one-half per 
cent. In England^ where, with a population seven 
times as great as that of Scotland, the whole issues of 
the private and joint-stock banks amount only to 
about £8,000,000,1 presume the addition made there- 
by to their means must bear a still smaller propor- 
tion to their capital and deposits than with the Scotch 
banks ; and it may, accordingly, be afi&rmed, that all 
the impetus ever given to speculation by private 
or joint-stock banks in this country, has been given 
by means of their capital and deposits, and not at all 
by means of increased issues ; the difficulty of find- 
ing employment for their capital and deposits arising 
from this, that the amount of capital possessed by 
those desiring to employ it by lending it, is, for the 
time, greater than the demand existing for it among 
trustworthy borrowers. 

With the Bank of England, however, the case is 
widely different. She has a power of increasing, if not 
her circulation, at least her interest-yielding issues, 
to a great extent ; and it is the exercise of that power, 
operating in conjunction with the delusion which 
causes it to be regarded as necessary, or rather, I 
should say, the vicious system of non-expansiveness 
in the currency, which makes it actually to be neces- 
sary for all bankers to hold in reserve an amount of 
her notes in excess of what the wants of the currency 
demand, that leads to the existence of that redun- 
dant currency, which has existed in London ever 
since her establishment, and which has done more 
to nourish unwarranted speculation than all other 
causes put together. 
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2d, '^ That increased issues of money will cause the 
circulation to overflow, and will cause an equal amount 
of gold and silver (presumed to form part of the cir- 
culation) to find its way abroad, without augmenting 
the money-prices of commodities." 

Had Dr Smith said, that the tendency of increased 
issues of money was, after a certain interval, to bring 
about an exportation of gold and silver, its operation 
being to lower interest, thus inducing capitalists 
either to send their money abroad for investment in 
foreign securities, or, retaining it at home, to seek 
employment for it by lending it more hberally than 
before, thus giving a stimulus to speculation, raising 
prices of commodities, and thereby to create an un- 
favourable balance of trade, — the proposition might 
at once have been accepted as true. But he holds 
that increased issues would neither lower interest 
nor raise prices; and it is, therefore, not easy to 
discover what is the process through which he sup- 
posed the overflow of gold was to be brought about. 
He says, " It will be sent abroad, to find that pro- 
fitable employment which it cannot find at home." 
It would thus appear that he saw the increase in the 
quantity of money would tend to diminish the profit 
to be derived from the employment of it. How this 
could take place without reducing the rate of inte- 
rest to be obtained for the loan of it, was worthy of 
explanation. But he had previously, led away by 
the false reasoning of Hume, been endeavouring to 
prove that an increase in the quantity of money could 
not affect interest, while he had laid it down as a 
principle that it could not raise prices. He was 
thus imable to explain how the increased issues 
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were to cause an export of gold^ and so he seems to 
have thought that the best way to get out of the 
difficulty was to shirk it altogether. 

The way in which increased issues of money do 
tend to bring about an export of gold is by reduc- 
ing rate of interest ; and this reduction operates 
doubly — ^first, by inducing capitalists to send abroad 
their money for investment in foreign securities ; and 
second, by promoting speculation, raising prices of 
goods in the country where the increased issues take 
place, and enabling foreigners to obtain advanced 
prices for the commodities they send to its markets, 
while the commodities sent from it to other countries 
obtain no advance of price, — ^the ultimate effect in 
each case being to cause an unfavourable balance of 
trade, for the adjustment of which an export of gold 
becomes necessary* 

But in neither way does the " overflow " take 
place with the rapidity with which Dr Smith appears 
to have imagined that it would do so. In this coun- 
try, for example, interest may fall to, and for a long 
time continue at, a rate far below what may be con- 
sidered the natural, or average rate of interest, which 
I take to be, for securities of the highest class, a rate 
corresponding with the average return afforded by 
money invested in the national funds. So Uttle is 
the incUnation, or rather, so strong is the disinclina- 
tion, of capitalists to send away their money for 
foreign investment, that interest in Scotland, where 
the security of property is quite equal to what it is 
in England, is generally one-half per cent, higher 
than it is on securities of equal class in the neigh- 
bourhood of London ; while in Ireland, it is generally 
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as much above what it is in Scotland. And^ indeed, 
if I mistake not, it has happened, on more than one 
occasion, that money has been lent in London, on 
the security of the bills of private firms, at a rate of in- 
terest actually lower than the deposit rate of interest 
allowed at the same time by banks in Scotland, each 
giving the security aflforded by a responsible capital 
estimated at about ten millions sterling. When 
such, then, is the reluctance with which capitaUsts 
send their money from one part to another of their 
own country, it is not to be wondered at that the 
** overflow " of the currency by direct transfer of 
money for employment abroad, should operate very 
slowly. 

Dr Smith says that any additional money poured 
into the channel of circulation will overflow. But (to 
follow out his style of illustration) the currency does 
not so much resemble a channel filled with water, so 
that anything additional thrown upon it will at once 
run over. It is more like a basin filled to the brim 
with something of a half liquid nature, which tends 
towards a level, but only slowly arrives at that state, 
so that anything additional thrown upon it serves for 
the time to destroy the level, and cause it to rise 
higher at some part, and there to overflow. But 
those to whom the fluid (or money) so overflowing 
belongs, being unwilling that it should overflow, 
arrest its issue and throw it back within the basin. 
The money (or fluid) thus suddenly returned, forces 
open a space for itself; and, in so doing, causes, as it 
were, a surge, which raises the level of the mass higher 
at some other place. There, again, it seeks to over- 
flow; and there, again, its overflow is arrested — ^its 
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return to the general mass increasing the commo- 
tion, which thus continues like that on the surface 
of a boiling caldron ; till, at last, some of the owners, 
tired of the unceasing efforts to find profitable em- 
plojrment for their money, allow it to overflow, by 
sending it, reluctantly, wherever they see a better 
chance of that employment being obtained for it, or 
till the struggle which has been carrying on, with the 
view of preventing this overthrow, that is, of finding 
employment for the money existing, has produced its 
natural effect in reducing interest, promoting specu- 
lation, raising prices of commodities, and thereby 
creating an un&vourable balance of trade, and lead- 
ing to an export of gold for its adjustment. 

But while the undoubted tendency of a redundant 
currency is to raise prices, and thereby to lead to an 
unfavourable balance of trade, that event is by no 
means an immediate consequence of such a state 
of the currency, which may continue for a very 
long time without leading to it.* So that the con- 
tinuance of a favourable balance of trade, and of a 
favourable exchange, is not an evidence that the 
currency is in a sound state; while, on the other 
hand, the existence of an unfavourable balance of 
trade is equally little an evidence that it is not. In 
whatever state the currency of this country may be, 
a deficient harvest can rarely fail to cause an unfa- 
vourable exchange, and consequent export of gold ; 
and, (as was observed by J. Horsely Palmer, Esq.,"}* 
in his evidence before the Lords' Committee in 1848), 
the same result is Ukely to follow any event, political 
or otherwise, which produces extensive want of 

* Supray pp. 87, 88. t Lords* Report, 1848, p. 466. 
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confidence among the naercantile community of the 
continent. Such a state of things causes an unusual 
demand for gold. London is the place where the 
demand can be most easily supplied^ and presents 
the most favourable market for the sale of foreign 
securities, and for the sale or deposit of foreign pro- 
duce. The price derived from the sale of the former, 
and the advance obtained in anticipation of the sale 
of the latter, afford equally the means of supplying 
the want of gold abroad, by a drain from the Bank 
of England, which no contraction of the circulation 
of the bank, and no reduction caused thereby in 
prices, would, for the time, be of any avail in checking. 
The expression '^redundant currency," is one 
which may suggest different ideas to different minds. 
To those who know the word " redundant," only as 
it is to be found in the pages of classical English 
writers, it will suggest the ideas of ^^ superabundant" 
— "exuberant — "superfluous," — as it is defined by 
Dr Samuel Johnson. But political economists have 
seen fit to use it in another sense altogether; and 
the idea which they express by it is one having refer- 
ence in no degree at all to the actual state of the 
currency, and having reference only to the position 
of the country, whose currency is spoken of, as regards 
the balance of trade existing for the time between it 
and other countries. Thus, a drain of gold from one 
country to another cannot by possibility (excluding, 
of course, cases of insanity, or of such political or 
commercial excitement that mutual confidence among 
merchants is at an end) take place so long as there 
is an equal balance of trade or payments between 
the two countries ; because the sending of gold from 
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one country to another is unavoidably accompanied 
by expense^ so that a hundred ounces of gold sent 
from one country to another, cannot in the latter 
country yield, after deduction of expenses of convey- 
ance, &c., an amount of gold equal to what was sent 
away ; while, when the trade between two countries 
is balanced, a given quantity of gold in the one 
country, will always serve for the purchase of a bill 
on the other, which will give its holder the com- 
mand, in that other country, of a quantity of gold 
exactly the same as was paid for the bill ; but it is 
held by political economists, that " however a drain 
of gold may originate, the fact of its existence is, of 
itself, a conclusive proof that . . . the currency is 
redundant;'' * that is, a drain of gold can proceed only 
from an unfavourable balance of trade or payment, 
and thus the existence of an unfavourable balance of 
trade affords evidence that " the currency is redun- 
dant;" and though it does not necessarily follow, 
I presume we may regard it as being held by them 
that the absence of a drain of gold, or the presence 
of a favourable exchange, which is implied therein, 
affords evidence, in like manner, that the currency is 
not redundant. But we know that a favourable ex- 
change may co-exist with the most extreme specula- 
tive excitement, and with a consequently very higli 
range of prices ; while we know, also, that the exis- 
tence of an unfavourable exchange, leading, as it 
necessarily does, to a drain of gold, may be accom- 
panied by a contraction of the circulation, and ge- 
neral scarcity of money, which has lowered prices to 
an average of one-half of what they were during the 

* M'Culloch's " Commercial Dictionary." SuppL Banks, p. 6. 
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continuance of the favourable exchange. So that all 
that can be inferred from the assertion, (used accord- 
ing to the meaning in question), that " the currency 
is redundant," is — not that there is a superfluous 
amount of it floating about; not that prices are above 
their natural level; not that interest is unusually low, 
or speculation unusually active ; but merely this — 
that the balance of trade is against the country whose 
currency is spoken of, and that a drain of gold is 
required for its adjustment. 

I use the word " redundant" in its ordinary English 
meaning, and the exact application I make of it I 
will endeavour to explain, as follows : — 

Isty In a country where the circulation is purely 
metallic, I apply the term " redundant" to the whole 
of that portion of the currency which is not daily cir- 
culating in the hands of the public, and which lies in 
shape of unemployed deposits in the safes of the 
banks. It will probably be answered that these pre- 
sently superfluous coins form, to a certain extent, the 
reserves of the bankers, and that their possession is 
necessary to provide for the appearance of those 
seasons of alarm and panic which are to be found, 
more or less, in all countries ; and during which the 
amount of currency, formerly superfluous, becomes 
insufiicient to supply the wants of the community. 
This is no doubt true; but it is not less true 
that, till such period of alarm does make its appear- 
ance, such currency is " redundant," and — ^in the 
struggle which the owners of that money, if it be 
lying in the banks without interest being allowed 
upon it, or which the bankers, if it be lying with 
them at interest, will certainly make to turn it to 
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some account — inflicts on the country that possesses 
it all the evils of speculation^ which, among every 
commercial people, are sure to be the successors of 
an unnaturally reduced rate of interest, and of the 
undue facility of borrowing, which equally result 
from an over-supply of the circulating medium ; and 
it appears to me that nothing can shew more strongly 
the utter unsuitableness of a metaUic currency for 
any commercial country, than the necessity which 
it seems thus to involve of keeping up, at all times, 
an amount of gold and silver money, to be of use 
only at distant intervals, and during the whole of 
the intermediate time to be not merely useless, but 
actually productive of serious injury. 

2d, In a country situated, with regard to its cur- 
rency system, as Great Britain is, the proper appli- 
cation of the term ^' redundant" is not so obvious ; 
but I think the following definition will not be found 
very objectionable- The whole currency of the 
United Kingdom consists of— 1«^, Gold and silver 
circulating in the hands of the pubUc ; 2rf, The note 
circulation of the private, chartered, and joint-stock 
banks ; 3rf, The note circulation of the Bank of Eng- 
land ; and, 4M, The deposits in the Bank of Eng- 
land, and the Bank of England notes held as reserves 
by the banks in London and elsewhere in their own 
safes. The first three form the circulation of the* 
country, and the fact of their being absorbed in the 
circulation seems to indicate the absence of redun- 
dancy as regards them ; and I am inclined, accord- 
ingly, to consider that the term ^^ redundant" is ap- 
plicable only to what I have put under the fourth 
head, or, perhaps, only to the still more limited 
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amou^t indicated by the unemployed Bank of Eng- 
land notes in the hands of the Bank of England^ and 
of the private and joint-stock banks in that country ; 
or, in other words, that the redundant currency of 
the United Kingdom is composed of the Bank of 
England notes issued, in payment of dividends due 
on the national debt, or in temporary advances to 
government, in excess of what the circulation can 
absorb, and which are, in consequence of the impos- 
sibility of getting them absorbed in the circulation, 
allowed by the recipients of the dividends, or by the 
parties into whose hands they may at last find their 
way, to remain in the safes of the private or joint- 
stock banks in England, or in the treasury of the 
Bank of England itself. 

It will thus be observed that I do not consider the 
term "redundant" properly applicable to any part 
of the circulation of the country banks in England, 
or of the banks in Scotland and Ireland, because the 
notes issued by them are issued exclusively at the 
desire of those who need them, and whenever the 
quantity of notes so issued comes to be in excess of 
what the circulation requires, the superabundant 
quantity will at once return to the banks by which 
they were issued, either in shape of deposits, from 
their own customers, for the sake of interest, which 
-it is here assumed they all allow, or from other banks, 
who will demand gold, or Exchequer Bills, or Bank, 
of England notes, in payment of them. And, in 
like manner, were the Bank of England to issue her 
notes, not in paying dividends, or in making advances 
to government, but exclusively in the discounting of 
bills, and were she, like the other banks of issue 
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throughout the kingdom, to allow interest on de- 
posits, then her issues could equally little become 
redundant ; or even were she to allow on deposits a 
rate of interest equal, or nearly equal, to her lending 
rate, without any change being made in her mode of 
issuing, I believe it would equally well secure the 
country against the evils of a redundant currency, 
which all result from the circumstance that a given 
amount of Bank of England notes (or, what is 
tantamount thereto, the privilege of demanding at 
pleasure a given amount of them) forms, to certain 
individuals, all that they have got to represent a 
certain amount of real capital, and remains utterly 
unproductive to them of any return — the dissatisfac- 
tion they feel at having it so unproductively locked 
up, and the struggle to find even moderately profit- 
able employment for it, always leading to reduced 
rates of interest and extensive speculation ; and it 
being, further, a moral impossibility that the bank- 
notes so held by them can find employment except by 
driving out of circulation (1.) other Bank of England 
notes, which their possessors, in turn, will find the 
same difficulty in finding employment for, or (2.) the 
notes of private or joint-stock banks circulating 
throughout the country. 

With reference to these superfluous notes, it will 
no doubt be said, as was formerly supposed to have 
been said of the superfluous coins under a metallic 
circulation, that the time is coming, when, from the 
failure of confidence, they will not only all be re- 
quired, but even altogether be insufficient to supply 
the wants of the community. And this is true ; but 
it only shews the utter absurdity of the principle. 
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that the amount of circulating medium should be 
fixed irrespectively of the necessity existing for it, 
and the fearful folly which attaches to the relinquish- 
ment by government of the duty of providing a 
proper circulating medium, and to the entrusting 
the discharge of that duty to private companies; who, 
so long as human beings continue to be constituted as 
they are, will accept, as a privilege to be exercised only 
as it can most conduce to their pecuniary gain, that 
which ought to be regarded as a solemn duty, to be 
exercised only for the benefit of the nation at large. 

Throughout the above observations, I have pro- 
ceeded on the assumption that a low rate of interest 
and unusual facility in borrowing money have a ten- 
dency to promote speculation ; but that they have 
such tendency has been called in question, and that, 
too, by Mr Tooke, — ^an authority whose opinion on 
any point connected with the currency must be re- 
ceived with the highest respect. 

Mr Tooke regards it as a vulgar error, " that a 
facility of borrowing at a low rate of interest, not only 
confers the power of purchasing, but aflfords the 
inducement, applies the stimultis, to speculation in 
commodities. If, by facility of borrowing, be meant 
a laxity of regard to security for repayment on the 
part of the lender, there is every probabiUty 
that money so borrowed will be hazardously, if not 
recklessly, employed ; and whether in the purchase 
of shares or of foreign securities, or of merchandise, 
or in any other mode of adventure or enterprise, or 
in mere personal expenditure, is a matter of chance, 
depending on the disposition and views of the bor- 
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rower. Such borrowers are not stimulated to pur- 
chase commodities, merely because they can borrow 
on low terms ; they are but too happy if they can 
borrow at all. But to suppose that persons entitled 
to credit are likely to be induced — stimtdated is the 
favourite term — ^by the mere circumstance of a low 
rate of interest, to enter into speculations in com- 
modities, (using the term speculation in its obnoxious 
sense,) argues a want of knowledge of the motives 
which lead to such speculations. These are seldom, 
if ever, entered into with borrowed capital, except 
with a view to so great an advance in price, and to 
be reaUsed within so moderate a space of time, as to 
render the rate of interest or discount a matter of 
comparatively trifling consideration ; " * and then he 
quotes the history of the tea trade in 1839-1840, as 
an evidence that speculation may be carried to a 
great extent even during a period of general depres- 
sion and scarcity of money. 

In so far as experience throws light on the subject, 
it certainly goes to confirm the popular notion, and 
to refute that of Mr Tooke. It is quite true that 
an extreme scarcity, or the anticipation of an ex- 
treme scarcity, of any commodity in extensive use will 
insure a certain amount of speculative enterprise 
being turned upon it, and will insure a certain 
advance in price, even when rate of interest is high, 
confidence limited, and money, accordingly, not 
abundant. And so we find that in 1839-1840, such 
being then the general state of the money market, a 
considerable amount of speculation prevailed in tea, 
and continued till prices of that article had risen 

♦ " An Inquiry into the Currency Principle." By Thomas Tooke, 
Esq. London, 1844, pp. 81, 82. 
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about one hundred per cent, above the level at 
which they stood at the time when intelligence reached 
this country of the stoppage that had been put to 
the trade of the British with China. But it never 
was held, even by those who ascribed the greatest 
influence in prices to the state of the currency, that 
an advance in the price, consequent on a falling off 
in the supply of any article, was absolutely incom- 
patible with the temporary existence of a tightness 
in the money market; and all, in so far as I am 
aware, that the holders of these views ever did main- 
tain was this — that, other circumstances being the 
same, a low rate of interest, and great facility in 
borrowing, are more apt to engender a spirit of 
speculation, and to carry the advance in price of 
the article speculated in to a height above what 
the actual change in state of the relation of sup- 
ply to demand would seem to warrant, than a 
high rate of interest and a greater difficulty in 
borrowing. And thus it appears to me that the 
proper answer to Mr Tooke's inference from the fact 
of speculation having existed in 1839 and 1840, money 
being then scarce, is the simple inquiry, "What 
would have been the character of the speculation had 
the circumstances that prompted it occurred, not in 
1839 and 1840, when the rate of discount on the 
highest class of commercial bills ranged from six and 
a-half down to four and three-quarters per cent., but 
in 1844 and 1846, when paper of the same class was 
readily negotiable at two or even one and a-half per 
cent. ? " — and I think no one, who looks with an 
unprejudiced mind at the respective states of pub- 
lic feeling during these two periods, can hesitate 
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to come to the conclusion that^ had the latter period 
been the one that received intelligence of the expul- 
sion of the British merchants from Canton, and of 
their trade with the Chinese having been put a stop 
to, we should have witnessed a scene of excitement 
rivalled, perhaps, by that which then prevailed on 
the Railway Stock Exchange, but beside which the 
speculation of 1839-1840 was tame and lifeless. 

There are, I can see, two cases under which the 
fact of interest being high or low may have Uttle 
effect in promoting speculation, and be little thought 
of by those entering upon it : the one is, where a few 
weeks, or, at most, a very few months, are likely to 
determine the result of the transaction; and the 
other, where it is entered into, not with a view to 
profit, but with a view to what is called, in common 
parlance, " raising the wind." In both of these cases, 
the difference in rate of interest, at which the money 
may be borrowed for carrying out the speculation, is 
Uttle regarded ; because, in the one, it forms a small 
item, a difference of one or even two per cent, per 
annum being equal to no more than one-quarter or 
one-half per cent, when the transaction is embraced 
within a period of three months ; and in the other, 
the profit that may arise is probably to the speculator 
a matter of very secondary importance, the chief 
object being to get money for the discharge of his 
current liabilities. But I can confidently assert, as 
the result of pretty extensive observation, that mer- 
chants of ijitelligence, engaged in the supplying of 
foreign countries with British goods, and in the im- 
porting of foreign commodities for supplying our 
home consumption, do, in a very great degree, regu- 
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late the extent of their transactions by the state and 
prospects of the money market. If the exchanges 
are favourable, and the nature of accounts from 
foreign countries such as to aflford fair grounds for 
the expectation that they will continue so, and the 
prospects of the harvest are such as to cause little 
apprehension of any unusually extensive importation 
of grain being required, so as to turn the exchanges 
against us, then they proceed with confidence, and 
enlarge their shipments ; while, if the prospects of 
the money market are of a diflferent character, they 
limit their operations. Whether such business be of 
the kind to which Mr Tooke would apply the term 
'* speculation, in its obnoxious sense," I do not know ; 
but it certainly comes within the meaning of those 
who hold that " abundance of money promotes specu- 
lation ; " and it is the increase of such business that 
generally, by gradual steps, raises the prices in this 
country of articles suited for exportation, and of course, 
also, more or less, of all other articles, as it is evident 
that anything which causes an unusual demand for 
goods of one class must tend to attract workmen from 
other departments, and lessen the production in them. 
When favoiu*able accounts, as regards any particular 
description of goods, are received from a foreign 
market, if there be at the time what is commonly 
designated*^' scarcity of money," then comparatively 
few will seek to avail themselves of the favourable 
prospects by shipping to that market ; while, if money 
be abundant, crowds will rush to supply its wants, 
and through their competition raise wages of labour 
and prices of materials, — the reason being that, in the 
one case, parties disposed to ship find it impossible 
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to obtain the requisite advances from their bankers^ 
while, in the other case, they have no such difficulty 
to encounter. 

Mr Tooke observes that speculations " are seldom 
if ever entered into with borrowed capital, except 
with a view to so great an advance of price, and to 
be realised within so moderate a space of time, as to 
render the rate of interest or discount a matter of 
comparatively trifling consideration ;" and, with all 
deference, I beg to call in question the soundness of 
the opinion. If a merchant goes into the market, 
and purchases a quantity of goods for shipment to a 
foreign country, in the hope of making profit thereby, 
the transaction is always called a " speculation ;" and 
such being the meaning of the word, I can state, 
with full confidence, that speculations to an enor- 
mous amount are every year gone into on borrowed 
capital, extending over such a lengthened period as 
to make the rate of interest a very important element 
in judging as to probable gain. As regards specu- 
lations in railway stocks, or investments in articles 
situated as tea was in 1839, where some change in 
circumstances is expected to cause a great immediate 
advance in price, it may be quite true that the rate 
of interest forms a very secondary consideration. 
But to say that speculations, extending over a period 
of twelve or eighteen months, are seldom, if ever, 
entered into with borrowed capital, is erroneous, — the 
fact being, that the immensely preponderating mass 
of all the goods sent from this country to the mar- 
kets of Iforth and South America, India, and China, 
are sent by means of borrowed capital, exactly as the 
great mass of all transactions, banking and mercan- 
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tile, constantly being carried on in the United King- 
dom, are conducted. 

The banks of Scotland carry on nearly three-fifths 
of their operations on borrowed capital; the joint- 
stock banks of London carry on more than nine- 
tenths of their operations on borrowed capital ; and 
I think I am quite justified in adding, that a pro- 
portion nearly as large of all the mercantile opera- 
tions of this country is carried on upon borrowed 
capital also. The capital of all the Scotch banks, 
collectively, amounts to about twelve millions; but 
their deposits (or the amount they borrow from the 
public) amount to about two and a-half times as 
much, or about thirty millions. The capital of the 
six London joint-stock banks collectively amounts 
(in September, 1866) to about three milhons, but 
their deposits amount to about thirty millions ; and 
the capital and deposits together, they employ, at 
least to as great extent as they consider prudent, in 
lending to merchants, who, generally speaking, do an 
extent of business bearing a pretty similar proportion 
to their respective capitals, to that existing between 
the business of the banks and their capital. 

As many may be ignorant of the fact, it may be 
well for me to state that the foreign trade of the 
United Kingdom is chiefly carried on through 
agency-houses, at home and abroad. Thus, a com- 
pany of British merchants established, say in Val- 
paraiso, or Eio Janeiro, or Manilla, will have agents, 
(commonly called drummers^ in the principal manu- 
facturing towns in this country, in which are made 
the descriptions of goods suited for the respective 
markets, and an agent in London, (commonly called 
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a drawing-post) ; the duties of the former being to 
procure consignments from the manufacturers and 
shipping merchants; and of the latter to make 
advances on the consignments so procured, to receive 
the returns sent back for them, and generally to 
promote the business and manage the financial 
affairs, in England, of the foreign house. When a 
consignment is made to the foreign house, the 
provincial agent transmits invoice and bill of lading 
for the consignment to the London agent, with 
whom he opens a credit in favour of the shipper, 
to the amount that may have been agreed upon. 
This is generally two-thirds of the invoice amount, 
so that the proportion borne by the advance to the 
actual cost of the goods depends entirely on the 
prices at which the invoice is made out ; or, in com- 
mercial language, on the degree in which the invoice 
is '^ salted," and this again depends entirely on the 
market to which the goods may be sent, and on the 
extent of competition among the agency-houses in 
procuring consignments. Thus, in the Calcutta 
market, where the number of agency-houses is great, 
and the competition for business strong, the invoices 
are commonly salted to extent of 40 or 60 per cent., 
so that an advance of two-thirds of invoice amount 
will give the shipper from 94 to 100 per cent, on cost. 
In other markets, where there is less opposition, "salt- 
ing" may be restricted to 10 or 20 per cent., in 
which case the advance of two-thirds would yield the 
shipper only about 76 or 80 per cent, on his outlay. 
But taking one market with another, I think I am 
warranted in stating, that of all the goods sent from 
Great Britain and Ireland to the markets of 
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America^ or the East and West Indies^ at least nine* 
tenths represent borrowed capital. 

Now, such being the state of matters, it becomes 
evident that in entering upon transactions with 
foreign markets, the rate pf interest is by no means 
the " trifling consideration " that Mr Tooke seems 
to imagine ; and when I add that the way in which 
advances are generally made is by the acceptance of 
the London house, which the shipper is bound to 
renew for a fixed period of, it may be, twelve, or fif- 
teen, or eighteen months, or perhaps till the returns 
for the goods shipped are got back, it becomes 
also evident that the general prospects of the money 
market, involving, as that does, the question whether 
the drawers of the bills may be able to renew them 
during the agreed upon period, must weigh very 
seriously in the decision of the London agency- 
house whether they will make advances, or will not. 

As regards the shipper, suppose he makes a con-r 
signment at a cost of £1000, say to Manilla, and that 
he obtains upon it an advance of £900, leaving 
£100 as amount of his capital invested. Sales are 
generally made in that market (as well as in most 
others to which British goods are sent) at a pretty long 
credit, so that returns can hardly be got back in 
less than fifteen months, and are not likely, on 
an average, to be got back in less than twenty or 
twenty-four months. Take it, however, at eighteen 
months, then a difference of one or one and a-half 
per cent, on the rate of discount at which he may 
be able to get his bills cashed, will make a very per- 
ceptible difference on the result of his speculation. 
Say that formerly the current rate of discount was 
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four and a-half per cent.^ but that it has now fallen to 
three per cent.^ making a difference of one and a-half 
per cent, per annum; then the case will stand thus: — 
£900 at one-half per cent, per annum is £13, 10s., 
but for eighteen months it will amount to half as much 
more, or £20, 5s., and thus £20, 5s. is the difference 
to this supposed shipper, between getting money for 
his bills at three per cent., and being obliged to pay 
four and a-half per cent, for it ; and though £20, 6s. 
may appear a very small sum when compared with 
£1000, the total amount of the transaction, it is a 
pretty large sum when compared with £100, the whole 
capital he had invested in it. And, accordingly, it is 
a fact known to every one at all acquainted with the 
foreign business of this country, that a low rate of dis^ 
count frequently serves to afford strong inducement 
to parties to purchase goods and ship them under 
advances, as it also forms an inducement to other 
parties to employ in speculation funds which, but 
for the , low rate of interest obtainable, they would 
have preferred to lend to others. 

And then, as regards the London agency-house, 
no one can reasonably doubt that any intelligent 
merchant, before agreeing to put his name to an 
amount of bills, which he knows he is no more 
capable of paying off, if suddenly called upon 
(through failure of constituents, or other cause) to do 
so, than the Bank of England, or the Bank of Scot- 
land, or any other bank, is capable of paying their 
respective notes and deposits if called upon to do so, 
will take into consideration what are the prospects 
of the money market, and how far there is anything 
in them likely to interfere with the abiUty of the 
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parties to whom he grants his acceptances to make 
due provision for them. If he is satisfied that there 
is no ground for anticipating the occurrence of an 
adverse exchange, and a consequent export of gold, 
to make money scarce — ^that is, by creating panic 
and destroying confidence — then he will be prepared 
to extend his advances and to encourage shipments. 
The manufacturers with whom he deals will be in- 
duced to increase their production ; they will buy 
more raw materials, and they will engage additional 
workmen. But they are not solitary; others are 
also disposed to increase the production of the goods 
they make, and to engage additional workmen ; and 
the increased demand for raw material thus arising is 
very likely to raise the price of it, as is also the in- 
creased demand for workmen, to cause an advance in 
the rate of wages. While, on the other hand, should 
the prospects of the money market appear unfavour- 
able, the London agent will discourage shipments, by 
decUning to grant advances upon them. Other 
agency-houses will do the same; and so manufacturers, 
being deprived of the opportunity of borrowing money 
to facilitate the shipment of their goods when made^ 
will cease to produce them. The demand for raw ma- 
terials will diminish, and prices will fall. The demand 
for labour will diminish, and wages will fall Ukewise. 
It may be said by some one unacquainted with 
business that the borrowers above alluded to are of 
the class referred to by Mr Tooke, as not stimulated 
to purchase commodities speculatively, merely be- 
cause they can borrow on " low terms," but as being 
" too happy if they can borrow at all." But, if so, 
the remark arises from incorrect ideas as to the state 
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of trade in this country, which is now such that 
competition has, in general, reduced profits so low 
that all merchants, with exception of a few million- 
aires, are compelled to extend their business far 
beyond what their own means would admit of, as the 
only way of obtaining a fair return on the capital 
employed ; exactly as it is with banks, who endeavour 
to attract as great an amount of deposits as possible, 
for the sake of the difference of one or two per cent, 
between the interest they allow to depositors, and 
the interest they charge to those they lend the 
money to. And then, as regards the agency-houses 
mentioned above, it may appear to some that houses 
so trading On borrowed capital must be also of the 
inferior class referred to by Mr Tooke, which is like- 
wise a mistake ; the houses capable of carrying on such 
a business being generally houses of capital, — ^the very 
beau-ideal of a '^ merchant banker," as such houses 
are termed, being this — that no part of his capital 
should at any time be advanced in his business, but 
that it should at all times be held in readily-con- 
vertible securities, on which he can fall back, should 
unforeseen circumstances occur to render that neces- 
sary. Exactly as a bank, when it has attained that 
position in public confidence, as indicated by the 
amount of its deposits, which all banks seek to attain, 
trades solely on borrowed money, or deposits, 
leaving its capital as a reserve to meet contin- 
gencies. 

Looking, then, at the extent to which, in this 
country, business of almost every class is carried on 
upon borrowed capital, and knowing to how great 
an extent the faciUty of borrowing, and the rate of 



Digitized by VjOOQIC 



134 MONET. 

interest at which money can be borrowed, depends 
on the state of the money market^ it would seem to 
be very evident that abundance of money must 
tend to the increase of transactions, and to the rise 
in prices which increased demand generally brings 
about, in virtue both of the greater profit likely to 
be derived from a speculation carried on with 
money costing (or, if it be not borrowed, worth) 
only a low rate of interest, compared with what the 
profit would be were a high rate of interest payable 
for it ; and of the greater confidence which mer- 
chants have in entering upon transactions likely to 
extend over a considerable space of time, when the 
state and prospects of the money market are such 
as to warrant the expectation that facility of bor- 
rowing will continue. 

Let it be specially borne in mind, that it is really 
the state of the money market which determines the 
course of events under the circumstances above 
alluded to ; and not at all the extent of capital 
in the country* The increase of transactions, in the 
one case, originates in the abundance of money; and 
the decrease in the other proceeds from the scarcity 
of it. It is, however, asserted by some that panics 
in the money market proceed, not from scarcity of 
money, but from scarcity of capital; and one of the 
witnesses examined before the Secret Committee of 
the House of Lords, on the commercial distress of 
1847, gave it as his opinion that "monetary de- 
rangement, arising from variations in the amount of 
our circulation, will never go to any extent in para- 
lysing the trade of the country, or stopping the 
productive power of our manufacturers. It is want 
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of capital which alone produces these serious effects : " 
and he accordingly ascribes the whole distress of the 
trading-classes of Great Britain in the year 1847, and, 
it is presumed, in similar formel" periods, not to want 
of money, but to want of capital. But, if want of 
capital was the cause of the distress of 1847, how 
was it that no sooner did the Treasury letter of 26th 
October in that year, authorising the Bank of Eng- 
land to increase their issues, if necessary, make its 
appearance, than, in the words of different wit- 
nesses examined before that committee, ^^all alarm 
ceased ; " " the cause of the panic [inability to 
obtain money (or bank-notes) on the security of 
silver or any other commodity] was removed ; " 
" confidence was restored," and no increase of issues 
was necessary? It is certain that the Treasury 
letter added nothing to the capital of the country ; 
and the fact of its having removed the panic by 
merely conveying the intelligence that parties pos-- 
sessinff capiud should have the means of obtaining 
money, if they needed it, seems to afford clear evidence 
that scarcity of money, and not scarcity di capital, was 
the cause of the previously existing distress. The 
same observations apply with equal force to the 
similar events of former years^ when, as in 1793, 
1811, and 1826, the advance of Exchequer Bills by 
government, affording to capitalists, and to such only, 
the means of obtaining money, served at once to 
allay the panic. 

The opinion of Mr Tooke, " that a facility of 
borrowing at a low rate of interest " has no tendency 
to encourage speculation, or to lead to a rise of 
prices, does not, on examination, appear to possess 
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that soundness which generally distinguishes his 
views on the currency question ; and, with all 
respect^ I feel incUned to ascribe the expression 
of such opinion less to his serious conviction, than to 
the operation of that propensity which, existing 
more or less in all minds, induces to the bending of 
facts to suit theory. 

Mr Tooke saw, and he saw truly, that no issues 
which the private or joint-stock banks throughout 
Great Britain could possibly make, could have any 
effect whatever in increasing the circulation, and 
that if they could not possibly cause any increase 
in the circulation, then it necessarily followed that 
speculation could not be excited by such increase ; 
but the fact seems to have escaped his observation, 
that the private and joint-stock banks, on the one 
hand, and the Bank of England, on the other, 
occupy very different positions, and that though the 
circulation — that is, the quantity of notes actually 
passing from hand to hand, as instruments of ex- 
change — does not admit of being increased, the Bank 
of England has the power, and has the exercise of 
that power forced upon it, of increasing its issues, 
irrespectively altogether of any necessity existing in 
the country for additional supplies of circulating 
medium. 

Thus, let us suppose that — ^by some fortuitous con- 
course of events, or, perhaps, from common sense hav- 
ing been allowed for a Uttle to take the helm of the 
currency — ^the circulation of the country were to be, 
some day, exactly proportioned to the wants of the 
community ; that there was no redundant currency ; 
that there were no deposits in the Bank of England, 
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consisting of pieces of paper which some one had 
got in exchange for real capital^ these bits of paper 
being called money, but being unfitted for dis- 
charging the functions of money, in virtue of the 
facts, (1.) that the circulation when they were 
issued was already sufficient ; and (2.) that the cir- 
culation being sufficient, they cannot come to be used 
as money, unless by displacing and rendering redun- 
dant some of that money which is presumed to 
form a part of the already sufficient currency ; that 
the notes for which the public was paying interest 
were neither more nor less in amount than was 
exactly wanted for carrying on the business of the 
country ; and that, no change having, in the mean- 
time, taken place in the business, or in the 
number or extent of the commercial transactions of 
the community, the Bank of England were to 
issue notes to extent of i£5,000,000 in payment of 
government dividends. Would not this make a 
very material difference on the state of the cur- 
rency ? I cannot doubt but that it would — and on 
the state of the money market, too ; and that effects 
would follow quite unlike the effects that could be 
produced by any procedure on the part of private 
or joint-stock banks. It is a very common obser- 
vation (and, according to our present currency sys- 
tem, it is quite a correct one, though, I conceive, it 
would not be so under a rational system), that 
** money is a commodity," and this commodity 
having, by the pouring of £5,000,000 into a " chan- 
nel of circulation " already full, been rendered ex- 
cessively abundant, rate of interest paid for the loan 
of it would immediately fall. The increase in its 
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quantity would in no degree alter its value with 
respect to commodities^ because all the parties bj 
whom it has been received were quite aware before- 
hand that it was comings and, accordingly, there is no 
extra demand for commodities caused by it. Pro- 
bably a considerable part of it may represent provi- 
sions, clothing, &c., already consumed. So far as it 
does, then it immediately passes from the hands of 
its recipients to the hancb of those to whom they 
may have been indebted ; and so fsur as it does not, 
then it will, to a great extent, be exchanged for com- 
modities, and the end will be that, in a few days, 
the whole five millions will have passed into the s^es 
of different bankers, in payment of bills held by 
them, or in shape of deposits. 

The bankers, finding such large amounts of money 
lying unemployed in their cash boxes, will be 
anxious to turn it to some account. Aa the only 
means of doing that, they will offer to lend it ; and 
as they cannot lend it safely except f6r short periods, 
they will most probably seek to do so by discounting 
bills, at rates under those previously current ; and so 
rates of discount will fall, and the money market 
will be said, quite properly, to be ^'full of money." 
This fall in the rate of discount will very likely 
have the effect of attracting to the bankers, who are 
offering money at the low rates, an unusually large 
share of the discount business ; and many who, but 
for it, would have taken their bills to the Bank of 
England, will now cash them in the open market. 
Few additional notes will thus, for a time, be taken 
from the Bank of England ; but, in the meantime, 
bills falling due there will have been hourly retiring, 
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80 that to some, or it may be to a considerable ex- 
tent, the five millions thus scattered abroad, may be 
balanced by the diminished amomit of issues, through 
means of the bank's discount department. But we . 
may take it for certain that it will not be so alto- 
gether, as the bankers who have got these notes 
deposited with them must keep a certain portion of 
them to meet contingencies. 

And then, as regards the owners of the notes so 
deposited, their position is an unsatisfactory one. 
They desire to have them lent out at a fair rate of 
interest^ but the excess of money (or notes) has 
depressed the rate of interest in an unnatural degree, 
so as to deprive them of that opportunity, and they 
are thus very probably tempted, in the hope of bet- 
tering their position, to embark their money in some 
of those speculations which, in every period of low 
interest, are found pressing upon the pubUc notice. 
Prices, of whatever it may be that the speculation 
has been directed to, begin to rise a little; the 
attention of others is attracted ; and, perhaps with- 
out any good grounds for an advance, prices do 
advance, then public feeUng becomes excited, and 
the speculation goes on, prices rising higher and 
higher, till a panic takes place, and the speculation 
falls to the ground. 

This seems to. me to be the result, and the natural 
result, of the supposed issues of the Bank of Eng- 
land beyond what the business of the country really 
requires ; and it must be manifest to every one that 
it is something quite diflferent from anything that 
could possibly happen with other banks of issue, as, 
with the whole of them, any excess of issues would 



Digitized by VjOOQIC 



140 MONEY. 

at once be returned upon them^ so as to deprive them 
of the possibility of making profit by them ; while, on 
the other hand, the Bank of England does make profit 
on every note that lies in her own treasury at the credit 
of depositors, or which Ues idle in the safes of bankers 
throughout England, beyond the amount of her notes 
which is represented by bullion in her vaults. 

It is true that the holders of this redundant cur- 
rency may get gold for it from the Bank of Eng- 
land, if they want it. But in what way will that 
improve their position ? In no way whatever. If, 
in their difficulty, they call in the aid of a political 
economist, he will tell them that they may make 
profit by sending it abroad. But if, before acting 
on the information so tendered, they take the 
advice of some one guided by knowledge, and not 
by theory, he will tell them that if they want to get 
delivery of a certain quantity of gold abroad, their 
prudent plan is to buy a bill, by which means — ^the 
exchange being either at par, or. in favour of this 
country — ^they will save all the expense and trouble 
of sending away gold. They buy bills, accordingly, 
and they gefr their money invested in the foreign 
lands to which respectively they have remitted it. But 
where is the gold ? Just where it was before — in 
the vaults of the Bank of England ; and the cur- 
rency is not less redundant than it was before this 
transfer of capital took place. The time will come, 
however, when the gold will follow, but it has not 
come yet. I have said, the exchange being either 
at par, or in favour of this country, which, it may be 
taken for granted, is the case during this period of 
excessive abundance of money ; because, as a gene- 
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ral rule, it will be found that no sooner do the 
exchanges become unfavourable than alarm is gene- 
rated through the diminution in the stock of gold in 
the Bank of England, resulting from the exports of 
that metal required to adjust the balance, and so 
money becomes scarce, and interest high, — ^thus 
removing the inducement to holders of money to 
transfer their capital from this to other countries. 

It will, accordingly, be observed that the invest- 
ment of British capital in foreign securities may be 
carried to any extent without, at the time, having 
the least effect on the money market, or in reducing 
the excessive abundance of money, or in diminishing 
the stock of bullion held by the Bank of England. 
It diminishes the capital of this country, or at all 
events the capital available for commercial purposes ; 
but, as I have just said, it does not, for the time at 
least, make either money or gold less abundant. 
It is pretty sure, however, to affect both by and by ; 
and the time when it does so is when returns come 
to be required for the foreign importations which, 
but for the foresaid investment in foreign securities, 
would have been afforded by the goods whose pro- 
ceeds yielded in foreign countries the funds by 
which these securities were paid for. When this 
takes place, then gold flows out, and money becomes 
scarce, and panic follows ; but gold never leaves this 
country to any extent when the currency is re- 
dundant — that is, when the exchanges are favourable, 
confidence high, and money plentiful; the times 
when gold does flow out being only those when the 
exchanges are unfavourable, confidence low, and 
money scarce. I^othing can shew more strikingly than 
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this does the consummate folly of that policy which, 
professing to regard the retention of gold in this 
country as of paramount importance, proposes, as 
the most effectual means of attaining that object, that 
the issues of paper money should ^' be increased with 
every fall in the value of gold ; or, which is the same 
thing in its effects, with every rise in the price of 
goods ;" * that paper should be poured out when 
speculation is abroad, and that when these over-issues 
have produced their natural result in turning the 
balance of trade against the country, and causing 
gold to be exported for its adjustment, they should 
be suddenly curtailed, with the view of bringing it 
back ; or, in every-day language, that the stable doors 
should be left open to attract the notice of depredators, 
and be locked only when the steed has been stolen. 
But political economists have urged with so much 
pertinacity that when the currency grows redundant 
it will immediately become profitable to send gold 
abroad, that, it may be, some one will suppose that 
they have really among their mysteries some yet un- 
revealed plan by which profit may be realised firom 
that operation. And it may be so ; I confess, how- 
ever, I have little faith in it ; and I am afraid that 
when they shall condescend to make it known to the 
vulgar, it will prove to be — ^like Mr Ricardo's not- 
able discovery, through means of which one pipe of 
wine of given quality may be, at same time and 
place, as valuable as two of the same quality — a 
mere play upon words, and of no practical utility.f 

*"0n the Principles of Political Economy and Taxation." By 
David Eicardo, Esq. London, 1817, p. 503. 

t CoNUNDBUM. — " When is one pipe of wine aa valuable as two 
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From what has now been said^ I think we are 
warranted in coming to the conclusion that Adam 
Smith was right when he maintained that, in a 
country situated as Great Britain is, increased issues 
of money cannot be absorbed in the circulation, and 
that, accordingly, banks of issue have no power of in- 
creasing their circulation beyond what the necessities 
of the country demand ; but that he was wrong when 
he asserted that increased issues would cause an ex- 
port of gold, without reducing interest of money, or 
raising prices of commodities, though he would have 
been right had he asserted that increased issues 
would have a tendency to lead to an export of gold, 
in virtue of their effect in depressing interest of 
money, and thereby leading to speculation, and caus- 
ing an advance of general prices ; while we further 
observe, that an unfavourable balance of trade is by 
no means an immediate result of such increased is- 
sues, and that an unfavourable balance of trade is 
equally little an evidence of unsoundness in the state 
of the currency. 

Fourth. It has been, and still is, extensively supposed 
that an expansion of the currency of a country pro- 
motes its prosperity ; but no one who reads the fore- 
going sketch attentively can fail to see that the 
" prosperity " which results from such source is 
utterly delusive. As, however, the delusion does 
prevail, and as, indeed, it is often difficult to get 
people to feel that the prosperity which manifests 

pipes ? " When it brings as much as the two 1 Nothing of the sort ; 
but, according to Mr Eicardo, when you pay as much for the one as 
your neighbour paid for the two. — See Mr Bicardo's " Principles of 
Political Economy and Taxation/' page 146. 
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itself is not real, it may be well to endeavour still 
further to illustrate the point. Let us suppose, then, 
that a merchant takes, on 1st January, an inventory 
of his stock, consisting of a general assortment of 
goods, and finds that, at the market prices of the day, 
it is worth £10,000. On 31st December following, 
he repeats the process, and finds that the stock then 
on hand forms an exact counterpart of the stock he 
held at beginning of the year ; but, on putting a 
valution on it, he finds, further, that, at the market 
prices of the day, it is worth £11,000, and (his other 
assets and his debts being also exactly the same as 
they were at the former date) he immediately comes 
to the satisfactory conclusion that, in addition to the 
profit he has realised during the year, in the ordinary 
course of his business, he has made an addition to his 
capital of £1000, fi*om the increased value acquired 
by his stock. He will now, in all probability, be in- 
duced to increase his expenditure, and adopt a style 
of living which it would not enter into his mind to 
do if he saw, what is really the case, that in so far as 
relates to the supposed gain of £1000, its existence 
is almost entirely imaginary ; that were he going into 
the market with the £11,000 which he might ac- 
quire from the sale of his stock, he could not pur- 
chase any more with it than he could have done 
with £10,000 a year sooner ; and that, accordingly, 
in so far as the rise in the value of his stock 
is concerned, he is not a bit richer at the end 
of the year then he was at the beginning of it. 
The price, or money value of it has risen ; but its in- 
trinsic and exchange value (estimated, not in money, 
butjin goods) continues the same, as the cause 
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which has produced such a satisfactory effect on his 
property, has equally (or nearly so) affected the 
value of all other commodities, so that, if he be a 
philanthropist, he will have the satisfaction of know- 
ing that his good fortune is shared by almost every 
one of his neighbours, who, like himself, has been for 
some time a holder of goods of any description ; for, 
though the prices of some articles may not have 
risen in the same proportion as those of others, we 
may rest assured that the increased abundance of 
money has affected them too ; and that if not higher 
than they were before, they are at least higher than 
but for this increase they would have been. 

It is true, that if he bought his stock at a long 
credit, he may have made an actual gain upon it. 
Thus, suppose that he bought it six months before, 
payable in six months after ; and suppose, further, 
that the price of the goods so bought has advanced 
five per cent, during that period, then that differ- 
ence of five per cent, will be so much clear gain to 
him. The value of the goods, in exchange for other 
goods, is the same as it was ; but he pays for them 
in money, whose purchasing power is five per cent, 
less than that of the money which circulated at the 
time when he made his purchase. But the gain 
thus accruing to him is loss to the party from 
whom he made the purchase, though, in all pro- 
bability, the latter may not be aware of the fact. 
Possibly, indeed, the latter may be quite well 
pleased with the transaction, and continue undis- 
turbed, in the idea that the profit of five per cent, 
above original cost, (at which profit we shall suppose 
he sold them,) has actually been realised when he 
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gets payment from the party to whom he had sold 
them six months before, when, in reality, the whole 
of that profit of five per cent, is no more than suffi- 
cient to cover the loss he has sustained from change 
in value of the money in which he has got payment 
for them, compared with that which was current 
when he made the sale. 

It may be, however, that in place of waiting for 
payment till expiry of the six months' credit, he got 
immediate settlement in a bill, which he at once 
cashed with his banker. K so, he has avoided the 
loss. But he has only shifted it to other shoulders, 
and the loss now falls on his banker, who, having 
advanced, in the discount of the bill, money possess- 
ing a given purchasing power, gets payment of it 
in six months after, in money possessing a purchas- 
ing power less by five per cent, than that which he 
had advanced; so that the loss sustained by him upon 
the transaction is exactly equal to the profit pre- 
sumed to have been made by the purchaser of the 
goods, through the increased value of five per cent, 
acquired by them during the six months he has held 
them. 

An alteration in the currency of a country may 
raise prices, or it may lower them, but it can never 
add to its real wealth. All that it can do is to take 
from one, and to give to another. But the reahty of 
this is not, always, clearly perceived, — the reason 
being, that the rise in the " value " or price of goods 
strikes the senses at once, while the diminished pur- 
chasing power of money is less apparent. The 
merchant who sees his goods daily growing more 
and more valuable, (that is, in money,) has no doubt 
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that he is becoming rich thereby, — overlooking the 
fact that almost every thing else is rising equally. 
He is, therefore, warm in his praises of an expanding 
currency ; while the moneyed capitalists, whose loss 
forms an exact counterpart of the merchant's gain, 
are apt to lose sight of their loss, and to imagine 
that the general rise of prices is a real evidence of 
national prosperity. But the true state of matters 
is this, that in so far as the prosperity which accom- 
panies any change in the currency is real, it is the 
result neither of an expanded, nor even of an ex- 
panding currency, but simply of a sufficient currency; 
the prosperity that flows from an expanding cur- 
rency, as such, is merely the enriching of one class 
at the expense of another. 

The above conclusions, of a theoretical character, 
may all, I think, be fairly deduced from the sketch 
previously given, which seems also to warrant the 
following conclusion of a practical character, viz. : — 

That all variations in the amount of the currency 
— ^that is, not absolute, but relative — ^are injurious to 
any community among whom they may occur ; and 
that, in place of having a currency at one time so 
excessive in amount as to preclude the possibility of 
its being absorbed in the circulation, and at another 
time so insufficient that capitalists — /.e., parties with 
undoubted security to oflFer — are prevented, not by 
scarcity of capital, but by scarcity of the ** instru- 
ment of exchange," from procuring the money 
or circulating medium necessary to enable them to 
conduct their legitimate operations, it would be 
better to have a currency which should expand and 
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contract in exact accordance with the necessities of 
trade : — a proposition such, it appears to me, as 
few will be disposed to question the soundness of; 
and so, without comment, I will now proceed to 
inquire in how far the system of currency, heretofore 
or at present existing in Great Britain, answers this 
description ; that is, how far it can be said to con- 
tract and expand as the necessities of business 
require ; and whether, on the contrary, the com- 
mercial history of our country does not exhibit a 
currency which expands when confidence is high, 
and thus fosters speculation, and which contracts 
when confidence is low, and thus aggravates panic. 
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So long as the trade of any country is altogether 
internal, or, while partly foreign, is limited to a 
simple barter of a certain quantity of its products 
for an equivalent amount of the products of the 
countries with which it deals, the regulation of its 
currency is a matter calling for the exercise of little 
ingenuity. And this seems to me to furnish a 
satisfactory answer to the inquiry of Mr Porter — 
" Why this, the richest country in the world, should 
be unable to eflfect that simplicity, in regard to its 
currency, which is found to be of easy attainment 
by the poorest states ? "* — as well as sufficiently to 
account for the fact, that till near the end of the 
eighteenth century the United Kingdom suflfered 
comparatively little from those monetary convulsions, 
to whose ravages its mercantile community has, since 
then, been periodically subjected. 

The fact is, it is just because other countries are 
comparatively poor and unenergetic that the cur- 
rencies prevailing among them are found to work 
satisfactorily ; and it may with confidence be as- 
serted, that the adoption, by Britain or America, of 
* " PlrogrefiS of the Nation," voL ii., sec. iii., chap. 12. 
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the simple metallic currency found to answer so well 
among people of less commercial activity, would be 
found quite as incompatible with the continuous 
prosperity of these nations, as the more complicated 
(though equally uningenious) systems at present 
prevaiUng among them. As remarked in the 
foregoing chapter, if there were no credit given 
there would be no monetary convulsions ; and the 
precise reasons why monetary convulsions occur with 
greater intensity and with greater frequency among 
the British and the Americans, are these two : — (1.) 
That among them the practice of trading upon 
borrowed capital prevails to a greater extent than 
among any other people, and that a larger propor- 
tion of the capital of the country is thus constantly 
held by others than its real owners, subject to 
repayment in money at a certain date, so that a rise 
in the value of money increases the debt payable by 
them, while it diminishes the value of the com- 
modities out of the proceeds of which its payment 
has to be made, and consequently their ability to 
make the payment, — thus causing contractions of 
the currency to operate more injuriously on the 
trading classes, and also more extensively : and (2.) 
that from the generally speculative character of the 
Americans, and from the fact that Britain has now 
come to be, as it were, the great bank and store- 
house for half the world, the two countries in ques- 
tion are much more exposed than any others to 
variations in the relative amounts of their imports 
and exports, or to having the exchanges thrown 
temporarily against them. When that takes place, 
then the whole series of evils begins : — an export of 
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gold is required to adjust the unfavourable balance; 
then there is a contraction of the currency; then there 
is alarm^and then panic^ and then prices fall^ and there 
is bankruptcy, and wide-spread misery : — ^the accuracy 
of which observation will, I hope, be made apparent 
in course of the following sketch of the commercial 
history of Grreat Britain, and of its currency systems. 

Till near the end of the seventeenth century, the 
currency of Great Britain and Ireland was altogether 
metallic. But in 1694, the Bank of England, — an 
institution projected and brought into operation by 
William Paterson, a native of Trailflatt, in Dumfries- 
shire, — and in 1695, the Bank of Scx)ttan3l^^ 
established, to each of them the privilege being 
accorded of issuing that description of paper-money 
known as bank-notes. 

The original capital of the Bank of England was 
£1,200,000, now increased to £14,000,000. At its 
institution, it held no exclusive privileges ; but the 
renewed charter, granted in 1708, prohibited any 
other bank, having more than six partners, from 
issuing notes in any part of that country, — aDrgh^, . • ^ 
bition which has only recently been with3ra^, ana r. .^^ 
which, while it continued, was a source of enormous 
loss to the English people, in preventing the estab- 
lishment of banks with an extensive proprietary, 
and in causing the substitution for such of banks of 
limited means, the numerous failures of which have 
shewn clearly the impolicy of that prohibition, espe- 
cially when contrasted with the solid character of the 
banking establishments which sprung up in Scotland 
in the entire absence of legislative interference. 
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Down till 1739; the Bank of England issued no 
notes for smaller amounts than £20 ; but in that 
year the issue was begun of notes for £16 and £10. 
From 1772, till 1797, the issue of notes for sums 
less than £6 was prohibited by law. In 1797, the 
prohibition was withdrawn, and so continued till 
1829, when it again came into operation, and since 
when the issue of notes for sums less than £d has 
been unknown in England, though practised with 
much advantage in Scotland and Ireland. 

The original capital of the Bank of Scotland was 
£100,000, now increased to £1,000,000. Its ori- 
ginal charter conferred upon it for twenty-one years 
the exclusive privilege of issuing bank-notes in that 
country, — a privilege, however, which, fortunately for 
the people of Scotland, was never renewed ; and the 
freedom of banking, thus existing, had the eflfect, 
immediately on the expiry of the twenty-one years to 
which it extended, and during which that was the 
only bank in Scotland, of calling successively into 
existence various other banking companies^ most of 
them possessing large paid-up capitals, and numerous 
bodies of partners. Some of those first established 
obtained charters by which the Uability of the share- 
holders was Umited to the amount of their shares ; 
but the majority of them have been joint-stock com- 
panies, every partner of them being responsible to 
the whole extent of his means for the obhgations 
of the bank. The advantages resulting from this 
freedom have been strikingly manifested in the 
stabiUty of the banks that have thus arisen, and in 
the unUmited and unvarying confidence that has 
been reposed in them by the people of Scotland, — 
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a confidence unaffected even by the fear of invasion^ 
which, in 1797, through the run for gold produced 
by it, led to the failure of various banks in England, 
and ultimately to the stoppage of the Bank of 
England itself.* In 1704, the Bank of Scotland 
commenced the issue of bank-notes for 20s., and 
the issue of such notes has continued in that part of 
the empire ever since, without interruption. 

In 1783, an act was passed establishing the Bank 
of Ireland, and prohibiting any other company, having 
more than six partners, from issuing in any part of 
that island notes payable to the bearer on demand. 
Its original capital was £600,000, now increased to 
£3,000,000. 

Till near the end of the eighteenth century, the 
currency of England and Ireland continued, notwith- 
standing the introduction of banks of issue, to be 
almost altogether metallicf There were, indeed, in 
the former country, a few private banks which issued 
notes, but they did so only to a very Umited extent. 
The circulation of the Bank of England amounted, on 
31st August, 1710, only to £480,920, from which it 
gradually increased till 14th March, 1796, when it 
reached £14,296,360, | the highest circulation at- 
tained during the last century. At date of the bank 
suspension in 1797, it was £8,166,640,§ the amount 
of gold then circulating having been variously esti- 
mated at twenty, twenty-five, and thirty millions. 

The first period of remarkable specidative excite- 
ment which we read of in this country was in 1722, 

♦ Thornton's " Inquiry," p. 72. 

t British QtboHerly Review, August, 1846. 

X Bullion Beport, p. 45. § Ibid. p. 46. 
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when the mania which had for sometime prevailed 
in France^ in connexion with what was called '^ Law's 
Mississippi Scheme^" extended to London^ and led 
to the establishment of the South Sea Company^ and 
to a whole series of schemes of the wildest and most 
extravagant character^ ending, of course, as all such 
periods of excitement do end, in panic and extensive 
misery. Other periods of excitement followed, in- 
cluding runs on the Bank of England, failures among 
private bankers, and distress among the mercantile 
classes ; but as they did not bear the same close con- 
nexion with derangements of the currency as some 
of more recent date, it is unnecessary to comment 
specially upon them. 

From the termination of the American war in 1783, 
the commercial career of the British people was, for 
a number of years, one of great apparent prosperity. 
The opening to our trade of the markets of the United 
States, and the general political repose prevailing, 
had given a stimulus to commerce, which led to a 
great accumulation of capital, and also to very ex- 
tensive speculation. The gradual increase of busi- 
ness seemed to call for the estabUshment of additional 
banks. Scotland, under the freedom of banking 
there existing, was already well suppUed with such 
institutions ; but in England, as we have just seen, 
the law prohibited the establishment of banking 
companies with a numerous proprietary, while it 
allowed perfect freedom to any individual, or combi- 
nation of individuals, not exceeding six in number, 
to assume the title of banker, and issue bank-notes 
to all who might be disposed to take them. The 
consequence was, that banks started up in every 
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corner of England ; and in the year 1792 there was 
scarcely a market town in the country which did not 
possess a bank of issue, — to a great extent, however, 
establishments of a very unsubstantial character, pos- 
sessing insufficient capital; and from the novelty of the 
business, and the want of previous training on the 
part of those by whom they were conducted, very 
generally destitute of the knowledge essential to the 
right management of the privilege of issuing notes 
which the legislature had conferred upon them, and 
equally so of that required for the safe employment 
of the deposits which the confidence of their neigh- 
bours had entrusted to their keeping. They foolishly 
enough imagined, as has been done by theorists in 
more recent times, that the power of issuing notes 
was one that could be exercised to a greater extent 
than experience shews that it can be ; but the grand 
error committed by these bankers, as well as by all 
their successors in misfortune, was, and has always 
been, the injudicious investment of their deposits, 
which, in place of retaining them in a form which 
rendered them immediately convertible, they locked 
up in advances to tradesmen or speculators, who, 
when confidence diminished, and deposits came to be 
withdrawn, were unable to repay the advances that 
had been made to them. 

The threatening state of the relations between the 
British government and that of France, produced, 
towards the end of 1792, a general feeling of uneasi- 
ness, which the progress of events tended to ripen 
into utter panic. On 1st February, 1 793, the French 
Convention declared war against Grreat Britain. On 
the 19th of same month, the Bank of England threw 
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out the paper of the banking-house of Lane, Son, & 
Fraser, who, next morning, stopped payment, with 
obligations to amount of nearly one million ster- 
ling. A run on the banks over the whole of Eng- 
land immediately followed. For this they were to a 
great extent quite unprepared. A demand for gold 
for their notes they might have met, but the demand 
was for payment of deposits, as well as notes. In 
the general confidence which had previously existed, 
they had overlooked the risk of a sudden call for 
repayment of the former. The panic came, and found 
them with their deposits invested in securities which 
were, for the time at least, inconvertible; and the 
consequence was, that out of 274 banks, about 100 
were unable to meet their engagements. The coun- 
try bankers who continued to pay, availed themselves 
of the whole extent of their means to obtain from 
the Bank of England gold, which their customers 
again withdrew from them, and which was exten- 
sively hoarded, many having lost confidence in all 
banks. The issues of the Bank of England were not 
on a smaller scale than they had been before the 
panic began, but they were not increased; bankers, 
especially those in London, kept in their safes larger 
amounts of their notes than they had been accus- 
tomed to do in ordinary times ; so that the amount 
actually circulating from hand to hand was less than 
it had previously been, iffotes were not to be 
obtained even by those having abundant security to 
oflfer ; and the consequence was, that merchants pos- 
sessing ample means, which enabled them soon after 
to pay every shiUing they owed, and bankers who, 
immediately after the panic subsided, resumed their 



Digitized by VjOOQIC 



BRITISH CUREENCT SYSTEMS. 167 

accustomed regularity, were obliged to suspend pay- 
ment. Mutual confidence seemed to have disap- 
peared ; and it is hard to tell what might have been 
the end, had not government proposed to Parlia- 
ment an advance of Exchequer Bills to the mercan- 
tile community. The proposal was immediately 
acted upon ; Parliament authorised the advance of 
bills to extent of five millions, to such parties offer- 
ing sufficient security as should apply. Applications 
were made for loans to extent of £3,866,624, but to 
extent of £1,216,100 were immediately after with- 
drawn. Loans were granted to extent of £2,202,000, 
(applications to extent of £438,624 having been 
rejected,) and '^the whole amount advanced was 
repaid, a considerable part before it was due, and the 
remainder regularly at the stated periods." 

The commissioners named in the act stated fur- 
ther in their report, that ^^the advantages of the 
measure were evinced by a speedy restoration of 
confidence in mercantile transactions, which produced 
a facility in raising money, that was presently felt, 
not only in the metropoUs, but through the whole 
extent of Great Britain. If or was the operation of 
the act less beneficial with respect to a variety of 
eminent manufacturers, who, having in a great 
degree suspended their works, were enabled to re- 
sume them, and to afford employment to a number 
of workmen, who must, otherwise, have been thrown 
on the public." 

Here we observe the regular series of phenomena 
which distinguish each of our commercial cycles. 
First, there was superfluity of money, leading to 
speculation, and to a rise of prices not warranted by 
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any change in the relations between the supply of, 
and demand for, the commodities to which it was 
directed ; and then, when confidence began to abate, 
there was a deficiency of money, which aggravated all 
the evils that the community was exposed to, and 
caused loss and suffering to thousands, who, had 
the currency been one secured against the evil of 
over supply, and admitting of expansion to meet 
the growing necessity for it, might have been saved 
from both. 

The advance of Exchequer Bills made in 1793 
served to allay the panic ; but so long as the pros- 
perity of the country depended, as it always must 
depend, on the presence of a sufficient currency, and 
so long as the presence of a sufficient currency de- 
pended on the presence of a certain quantity of gold, 
it was impossible that, under the circumstances then, 
and for some time after, existing, the country could 
enjoy anything approaching to a state of steady pros- 
perity. The subsidies to foreign powers then in 
alliance with Grreat Britain ; the bills drawn on the 
Treasury by British agents abroad, to defray the naval 
and military expenses ; and the check given by the 
disturbed state of the continent to the exports thither 
of British manufactures, — all combined to throw the 
balance of trade against this country, and an export 
of gold was the consequence. When the exchanges 
began to run very decidedly against this country, 
which they did in end of 1796, the price of gold, 
legally exportable, being then £4, 2s, per ounce, the 
Bank of England, under the notion that they might 
thereby check the outward flow of gold, contracted 
their advances. The result, however, was very diffe- 
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rent from what they expected it would be, and in 
place of the drain being checked, it was largely 
increased, not solely for export, but to supply the 
circulating medium rendered deficient by the slack- 
ening in the rapidity of circulation always caused by 
a failure in mutual confidence ; and the consequence 
was, a drain on their treasury, which, after a time, 
exhausted it almost altogether. In March, 1796, the 
stock of bullion in their vaults was £2,972,000, 
which sank by December to £2,608,000. In 
the end of 1796 and beginning of 1797, fear 
of invasion was extensively prevalent. This led 
to runs on the country banks all over England. 
Some of these having failed, panic became gene- 
ral, and extended itself to London. Demands for 
gold poured in upon the bank from every quarter ; 
and to meet these, the whole stock of specie and 
bullion in her treasury amounted only to £1,272,000, 
while she had in circulation notes and bank-post 
bills to amount of £8,640,250, and held deposits to 
extent of £5,130,140, making a total of £13,770,390, 
payment of which in gold might, at any hour, be re- 
quired of her, and a large proportion of which it was 
evident would be demanded immediately. The 
drain for gold now coming on the bank was to sup- 
ply internal wants, and not designed for export ; and 
it was the opinion of the Bullion Committee of 1810, 
that if the bank directors, in place of contracting 
their discounts and issiies, had had courage to extend 
them, the drain would have been at once arrested. 
In London, confidence in the Bank of England was 
unlimited. The guineas that were applied for were 
wanted almost solely for people in the country. 
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What was required in London was simply bank- 
noteS; and so great was the demand for them^ for a 
few days before the bank suspended payment, that 
interest of money (as shewn by the price of Ex- 
chequer Bills) was about sixteen or seventeen per 
cent, per annum.* The foreign exchanges had be- 
gun to set in in favour of this country ; and had the 
bank directors extended their issues with a bold 
hand, the suspension might have been warded off for 
some years longer. They did not, however, at least 
as a body, see the advantage that would have at- 
tended the adoption of that more liberal course ; and 
it became thus equally evident that a heavy run was 
about to be made, and that they were utterly unpre- 
pared to meet it. In this emergency, an order of 
the Privy Council was, on Sunday, 26th February, 
1797, transmitted to the bank, prohibiting the fur- 
ther payment of specie till the pleasure of Parlia- 
ment should be made known. The Parliament took 
the subject into consideration next day ; expressed 
approval of the step that had been taken by the 
Privy Council, and authorised the continuance of the 
suspension till 24th June following ; by the expiry of 
which time, the bank directors beUeved, or professed 
to believe, that they would be in a position to resume 
payment. 

On 3d March, 1797^ an act of Parliament was 
passed authorising the issue of notes under <£5; and 
notes for £l and £2 were, accordingly, circulated 
immediately after by the Bank of England and by 
the private bankers throughout that country. 

On 22d June, 1797, an act was passed authoris- 

♦ Thornton's * Inquiry," p. 73. 
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ing the continuance of the suspension bill till one 
month after the opening of the next session of Par- 
liament^ and another^ passed in ^November following^ 
prolonged it till six months after the conclusion of 
a definitive treaty of peace^ while, by succeeding 
acts, its continuance was legalised from one date to 
another, till, in 1819, an act was introduced by Mr 
(afterwards Sir Robert) Peel, to enforce the resump- 
tion of specie payments, which were, accordingly, 
resumed on 1st May, 1821« 

The propriety of the course thus taken by go- 
vernment has formed the subject of much discus- 
sion ; but to any one who considers it with an un^ 
prejudiced mind, its imperative and absolute necessity 
must be obvious. It might, indeed, have been averted 
for a few years, through the adoption of a more liberal 
course by the bank directors, the exchanges having 
been, at date of the stoppage, — as they continued to 
be for some years after, — ^favourable to Britain. But 
had it been avoided then, it must have been resorted 
to whenever the exchanges turned against this coun-* 
try, as a few years' continuance of foreign subsidies, 
and war expenditure abroad, to which had then to 
be added the importation of grain, caused them to 
do ; or could have been warded oflF altogether, only 
by a contraction of the currency, which would have 
spread ruin over the length and breadth of the land, 
and which would have amounted to a virtual confis-^ 
cation of the propertied capital of the country (in so 
far, at least, as its owners held it subject to mort- 
gage or personal debt), and to a transfer of it to the 
moneyed capitalists. In other words, a gold currency 
could have been maintained, in no other way than 
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by the adoption of measures which would have 
reduced prices of everything to one-half, or less, of 
what they had been before, and would have plunged 
the mercantile community in universal bankruptcy. 

Before the passing of this (known as the) Bank 
Eestriction Act, the apprehension was pretty gene- 
ral that notes, not immediately convertible into gold^ 
would not circulate as money. But immediately 
after the act was passed^ a meeting of the leading 
bankers, merchants, and. traders of the metropolis 
was held in the Mansion House, when a resolution 
was agreed to, and soon after signed by about four 
thousand of their number, pledging themselves to 
receive, and to use their influence to induce others 
to accept, the notes of the bank as cash, in all pecu- 
niary transactions. 

The contraction of the circulation which the bank 
directors had resorted to, in the hope of being en- 
abled thereby to maintain their position, had been the 
source of severe suffering to the manufacturing and 
commercial classes, which the immediate effect of the 
suspension was greatly to relieve. The enlargement 
of their discounts by the bank directors was not, how- 
ever, such as to satisfy the expectation of the London 
merchants, by whom meetings were held, and re- 
monstrances sent to the bank, as to the necessity for 
what they termed ^' reasonable and necessary accom- 
modation.'' Possibly the demand here may have 
been for capital, rather than for monet/, or mere 
circulating medium; but it would seem as if the 
latter had also been deficient in quantity. But though 
money was less abundant than it was by some de- 
sired that it should be, its scarcity does not appear 
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to have been the result of any diminution in the 
amount of the bank's issues, which were then, and 
continued to be, on quite as great a scale as they had 
ever been before, so that the deficiency in the supply 
of money was relative merely — not absolute ; unless 
(which was probably the case) confidence in the 
country banks had been so shaken, as to limit the 
circulation of their notes, or, at least, to induce them 
to hold larger reserves of Bank of England notes 
than they had done previously. But all that, under 
these circumstances, was required to make money 
abundant, was the return of mutual confidence, which 
the satisfactory working of the new system soon re- 
stored. 

When I speak of the satisfactory working of the 
new system, I do so with reference to the refutation 
it afibrded to the delusion that a purely paper cur* 
rency was incompatible with the prosperity of the 
country that adopted it, and not at all with reference 
to the judgment exhibited by the bank directors, 
who seem to have been guided by no rules, but to 
have allowed themselves to be drifted along by the 
tide of circumstances. In Scotland, where the cur- 
rency had long been almost altogether a paper one, 
the management of their issues was perfectly under- 
stood by the banks ; and any attempt on the part 
of any one or more of their number to swell their 
circulation beyond what the wants of the country 
demanded would have been at once defeated by the 
system of exchanges universally acted upon. In 
England this exchange system was, at that time, 
neither so well understood nor so extensively or fre-« 
quently made use of as in Scotland; but still it was 
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practised to such extent as to have rendered it im- 
possible that any continuous excess of issues should 
have taken place among the country banks there 
either. But the Bank of England was freed from 
any such check. She was also relieved from the 
obligation of paying her notes in gold ; and being 
constantly exposed to appUcations for loans by go- 
vernment, all of which were made by the issue of 
her inconvertible notes, while there was an entire 
absence of what may be termed absorbing apparatus, 
it may reasonably be supposed that the currency 
should have become redundant; that, as a consequence 
of that redundancy, undue impetus must have been 
given to speculation ; and that as a consequence of 
that again, depreciation must have ensued, — or, in 
othw words, a higher scale of general prices must, 
at least at certain times, have prevailed, than under 
a proper currency system would have existed. 

The commercial history of Great Britain during 
the time embraced in the bank restriction affords 
ample illustration of the truth of what I have just 
stated, and exhibits a series of periods of speculation, 
regularly succeeded by periods of panic — during the 
former, money being always excessively abundant, 
and during the latter, the supply of it being defi- 
cient, in the opposite extreme; the abundance, in 
the one case, injuriously fomenting speculation, and 
the scarcity, in the other case, bringing ruin, not only 
on those who had engaged in rash speculation, but 
also on those who were totally unconnected with 
any business except what was of the most legitimate 
character. 

It has been correctly observed by Mr Tooke, that 
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'^ the circumstances which give rise to a spirit of 
speculation and overtrading are scarcity^ or^ in other 
words, deficiency of the supply of some important 
article or articles compared with the average con*- 
sumption, and the opening of new and extensive 
markets, or, in general, of any new sources of de- 
mand ; " * and it may be added, that under a properly 
constituted currency system, these would be the 
only circumstances from which a spirit of specula- 
tion would derive its origin, and the extent to which 
the speculation would be carried would be in a great 
measure regulated by the extent to which these 
circumstances were present. But under a currency 
system, such as existed during the time spoken of, 
or such as has existed since it came to an end, there 
is another very fruitful source of speculation — over- 
supply of money, and short supply of money. The 
latter depressing prices of commodities below their 
natural level, it becomes evident that they cannot 
permanently continue so low; and whenever the 
panic which reduced them begins to subside, specu- 
lation again commences ; the return of confidence 
renders money superabundant; the holders of it, 
in their anxiety to find employment for it, reduce 
their rate of interest, and offer it more freely on 
loan ; and the consequence is, that speculation, un- 
guided by any well-judged considerations of supply 
and demand, again raises prices to a level as far 
above what is warrantable as they were before sunk 
below it. 

During the years 1807, 1808, and 1809, an enor- 
mous amount of speculation existed in this country, 
" Thouglits and Details on Prices," sec. vii. London, 1823. 



Digitized by VjOOQIC 



166 BRITISH CUBRENGT SYSTEMS. 

which led to a reaction^ continuing during the last 
six months of 1810 and the spring of 1811 ; when 
commercial af&irs exhibited all those features with 
which repeated experience since then has made every 
one famUiar. Mutual confidence among merchants 
was said to be at an end. Discount of bills could 
only be obtained on payment of a large commission, 
in addition to regular interest. In Manchester and 
other manufacturing towns, houses stopped payment^ 
not only every day, but every hour, and business was 
at a stand. In Birmingham, Sheffield, &c., business 
was, in like manner, suspended. In London, Liver- 
pool, and Bristol, the custom-house stores were full of 
all kinds of colonial produce, coffee, rum, sugar, &c.y 
held for security of duties, the proprietors being unable 
to force sales. The number of bankruptcies was un- 
precedentedly great, amounting in the years 1810 and 
1811 to no less than 4814, of which thirty were 
those of bankers in England, ^^ besides stoppages and 
compositions, equal in number to half the traders in 
the kingdom."* A check was given to the ruin 
which seemed about to engulf the whole mercantile 
community by the interference of Parliament, which, 
in April, 1811, passed an act, granting a sum not 
exceeding six millions sterling of Exchequer Bills, to 
be advanced by commissioners to the distressed mer- 
chants and manufacturers, by way of loan, on ade- 
quate security. ISot more than two millions of this 
sum was appUed for — ^the immediate effect of the 
mere announcement of the measure, as of the similar 
one in 1793, having been to restore confidence, to 
give people the assurance that, on sufficient security, 

* Monthly Magazinsj 1st December, 1810. 
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money might be obtained^ and so to enable them to 
carry on their legitimate operations of business, which 
had been previously, to a great extent, suspended 
through the want of it. 

This measure did not prevent the return to their 
natural level of those articles, the prices of which 
speculation had raised above what was warranted by 
the relation existing between supply and demand — 
that being an effect which no abundance of money, 
or facility of obtaining loans, could by possibility 
produce, at least for any length of time; but the 
benefit that it did really confer on the community 
was this, that it rendered less rapid the fall in prices 
of those articles which had been unduly raised, and 
so gave their holders time to render their means 
available to meet the losses they had suffered; and 
also that it allowed those engaged in business, uncon- 
nected with speculation, to proceed without interrup- 
tion, in place of being exposed to the ruin which 
every period of monetary panic brings on thousands 
whose means, but for it, would be more than suffi*- 
cient to liquidate all their engagements, but which 
means the impossibility of obtaining money, even on 
undoubted security, compels them to sacrifice. 

The return of confidence soon again made money 
superabundant; and circumstances having occurred 
to warrant the expectation of short supply in some 
articles, speculation was resumed, and continued on 
an extensive scale, till, in end of 1814, its effects 
began to manifest themselves in numerojis &ilures, — 
the. commissions of bankruptcy having, in the years 
1814, 1816, and 1816, amounted to 6627, including 
ninety-two bankers, all of them clearly traceable to 
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the spfeculation of the two preceding years, stimu-* 
lated as they had been by a redundant currency, but 
for which they would, in all probability, have been 
carried little beyond the point to which the actual 
falling off in supplies warranted a rise in prices. I 
believe I am justified in making this statement, and 
in adding to it that so long afi any speculation is car- 
ried on solely by those who conduct it on their own 
capital, there is little danger of its being carried to 
any unreasonable extent ; and that the wild character 
which speculation generally assumes, is owing to the 
fact that some, at least, of those engaged in it are 
parties who trade on the capital of their neighbours, 
and who, in virtue of their so doing, occupy a posi-^ 
tion pretty similar to that of gamblers in a lottery 
or at a gaming-table. The amount they have at 
stake is probably a mere trifle, compared with what a 
successful issue to the speculation may enable them 
to gain ; and the consequence is, that they run risks 
which no man in his sound mind would encounter, 
whose capital was proportioned to the magnitude of 
the risk ; — the facility thus enjoyed by speculators of 
carrying on rash speculations being a necessary result 
of the. uncertain and hazardous character borne by 
all mercantile transactions; and that again being 
equally the necessary result of a currency system 
which recognises money as capital, and which allows 
the creation and issue of it, in exchange fDr capital, 
to an extent greater than is necessary for the dis- 
charge of its only legitimate function, namely, the 
duly conducting the interchange of commodities. 

The same vicissitudes distinguished the years suc- 
ceeding, till, in 1819, an act of Parliament was, after 
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eonsiderable opposition^ passed^ providing for the 
gradual resumption of cash payments. Under this, 
known as Mr Peel's Act, the restriction was to con- 
tinue in force till 1st February, 1820, from which time 
till 1st October in same year holders of Bank of Eng^ 
land notes were to be entitled to demand payment 
in gold bullion of standard fineness, in quantities not 
less than sixty ounces, at rate of £i, Is. per ounce. 
From 1st October, 1820, till 1st May, 1821, ^iayment 
might be demanded in bullion at rate of £3, 19s. 6d. 
per ounce. From 1st May, 1821, till 1st May, 182a, 
payment might be demanded in bullion at the mint 
price of £3, 17s, lO^d. per ounce; and after the date 
last mentioned, all notes of the Bank of England 
were to be payable in the coin of the realm ; the 
notes of private banks continuing, as formerly, to be 
payable in notes of the Bank of England. The same 
act removed the restriction formerly existing against 
the melting or exporting of gold and silver coin. 

In consequence of the favourable character of the 
foreign exchanges, through which gold flowed into 
the country, the bank was enabled to anticipate the 
provisions of this act; and on 1st May, 1821, re- 
sumed payment in gold, which has never since been 
suspended^ 



Whether, during the period embraced in the bank 
restriction the currency of this country was depre- 
ciated; and if so, then to what extent? has formed 
the subject of much discussion. During that time, 
it was very generally maintained that there was 
no deprediation, that money had not become less 
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Toluable, but gold more so, and that, accordingly, 
the advance of price which was observed in many 
articles was in no respect attributable to the bank 
restriction. But after the return, in 1821, to a 
metallic or convertible currency, it came to be more 
generally held that the currency^ during the greater 
part of the period in question, was not only not free 
from depreciation, but that it was depreciated to an 
enormous extent, and that all the rise in prices of 
grain, and some other leading articles of commerce, 
amounting to from 50 to 100 per cent, above the 
prices they bore in the end of last century, resulted 
chiefly from expansion of the currency. While, by a 
third class, it is held that the currency was depre* 
ciated, but to an extent neither greater nor less than 
is indicated by the rise in the market price of gold 
above its mint price of £3, I7s. 10^. per ounce. 

These opinions are all worthy of consideration; and 
I will make a few remarks on each, beginning with 
the last. 

The word ^^ depreciation '' has been used to express 
two different meanings. The oldest, being that in 
which alone it is used by classical English writers, is 
quoted by Dr Johnson as indicating " the act of les- 
sening the worth or value of anything ; " and, accord- 
ing to this definition, the meaning that would be 
conveyed by the term, "depreciation of the currency," 
would be this — that a given amount of it possessed a 
smaller purchasing power at one, than at another, of 
two dates ; so that the currency of a country, hav- 
ing for a length of time consisted of, say 100,000 
pieces of money, and being suddenly increased to 
200,000, would properly be said to have become 
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depreciated through the rise in the prices of commo- 
dities which would likely follow such an occurrence, — 
the depreciation being the same whether these pieces 
of money consisted of salt or gold, or leather or 
paper, and the extent of the rise in prices being (in 
the absence of any change in the relation between 
the supply of, and the demand for, commodities) the 
measure of the depreciation. 

The newer sense is one in which it is used only by 
writers on political economy ; and according to it the 
term, ^^depreciation of the currency," is explained by 
Mr Tooke to mean '^ that state of it in which the 
coin is of less value in the market than by the mint 
regulations it purports to be, or in which the paper 
that is compulsorily current is of less value than the 
coin in which it promises to be payable;"'*' in terms 
of which definition, the statement that the currency 
of the United Kingdom was, at any given date, de- 
preciated to extent of ten per cent., is only another 
mode of expressing the idea that the market price of 
gold was above its mint price, to such extent that a 
given sum in that currency would serve to buy no 
more than nine-tenths of the quantity of gold which 
it would have bought had that metal been procurable 
at its mint price of £3, 17s. 10^. per ounce ; but it 
conveys no expression of opinion as to the extent to 
which the currency may have been depreciated as re- 
gards commodities in general, — ^that is, as to the ex- 
tent to which prices in general may have been raised 
by means of the increased issues. It will be seen 
from this that Mr Tooke uses the term " depreciar* 
tion " without any reference to a general fall in the 
* « Thoughts aod Details on High and Low Prices/' sec. ii 
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purchasing power of the currency ; so that, ^^ what- 
ever be the amount in circulation, whether greater 
or less than at a former period, or still the same, 
should circumstances arise to create a demand for 
coin in exchange for the paper, in such a degree as 
to endanger the power of the bank to fulfil its engage^ 
ments of paying in' coin, the circulation is excessive, 
there is an over-issue of paper, and the true, proper, 
and only remedy is a diminution of it ;" and '^the 
test of the depreciation of bank-notes, according to 
the preceding explanation of the term, is, in default 
of a payment on demand, an excess in the market 
price of gold, and, in the absence of any quotation of 
gold, a depression of the foreign exchanges below the 
limits of the expense of transmission of the metals ;"* 
or, in other words, that however much the currency 
may have been at the time contracted, compared with 
what it was previously, the occurrence of a sudden 
demand for gold — ^for the purchase of grain rendered 
necessary through a deficient harvest, or to fill the 
vacuum^ caused by the failure of mercantile confidence, 
in the circulation of some neighbouring state, or from 
any other cause proceeding, whereby competition 
raises the price of that metal above its mint price of 
£3, l7s. lO^d. per ounce — serves at once to stamp 
that currency as " depreciated," though in reality its 
contraction may have been such as to have depressed 
prices of all other commodities fifty per cent, below 
their former level. While, on the other hsmd, so long 
as the balance of trade continues favourable, and there 
is therefore no demand for gold for export, the cur- 
rency would be pronounced to be non-depreciated, 
• " Thoughts and DetaOs on High and Low Prices," sec. ii. 
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although^ as an effect of its redundancy^ prices of all 
commodities should have risen fifty per cent, above 
the level they occupied at the starting point, by 
comparison with which the currency is judged of ; or 
in other words, that ^^ there can be no depreciation of 
paper which circulates at par with coin, whatever he 
its quantity J^ * 

Such being the sense in which the word '^ depre* 
ciation " is used by those writers, it cannot for a mo« 
mentbe denied that the currency during the period in 
question was, as they assert, '^ depreciated " to extent 
of from one to thirty per cent. ; — ^all that is meant 
thereby being, that the market price of exportable 
gold had to that extent risen above its mint price ; 
while, without any contradiction, it might be added, 
that the currency during that period was not, in the 
ordinary English sense of the word, depreciated at all. 

Since the return to a metallic system, in 1821^ 
it has been frequently maintained, especially by 
those in whose minds redundant currency and 
national prosperity are inseparably associated, and 
who regard increased issues of money as the grand 
panacea for all the ills that trade is heir to, that 
the currency, during the greater part of the period 
embraced by the bank restriction act, was not only 
not tree from depreciation, but that it was depre- 
ciated to an enormous extent ; and that all the rise 
on prices of grain and some other leading articles of 
commerce, amounting in some cases to from fifty to 
one hundred per cent, above the prices they bore in 
the end of last century, resulted almost eniirdy from 
expansion of the currency, or depreciation. 

* Qtbarterly Review^ voL iii. p. 136. 
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This opinion has been very fiilly investigated by 
Mr Tooke^ in his elaborate work on prices^ and has 
been proved by him to be utterly destitute of foun* 
dation. A high scale of prices was no doubt observ- 
able during a great part of that period^ in certain 
articles; but a low scale of prices was equally ob* 
servable in others. And that gentleman has shewn, 
on the clearest evidence, that the great rise which 
did take place in the former was the result of the 
speculation directed to them from real or anticipated 
falling off in the supply ; this being unaccompanied 
by any rise in other equally important articles, of 
commerce, which would also have risen in price if 
the doctrine held by the advocates of the deprecia- 
tion theory were a correct one, and if it were 
possible that, in a country situated with regard to 
banking institutions as Britain then was and now is, 
an increase in her currency coidd operate on prices 
in any other way than by giving an impetus to 
speculation. And even in the case of the articles 
which speculation had raised to an unwarrantable 
height, the advanced prices were not permanent, 
^'various kinds of raw materials, imported at the 
most extravagant rates of freight and insurance, 
having, in 1810 and 1811, and again in 1813 and 
1814, been sold at prices that would not pay more 
than the mere charges, without leaving one farthing 
for prime cost." * But, except after some sudden 
contraction in the circulating medium, causing a 
depression of prices so extreme as to create the 
assurance that they must soon rise again, speculation 
never turns to any articles except those in which 
* Todte on ** Prices,^ p. 183. Edition of 1823. 
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there seems some reason for apprehending a change 
in the relation between their supply and the demand 
for them ; and by the tables in Mr Tooke's work it 
appears that the articles in which a great advance 
took place were precisely those of which the war 
caused an increased consumption^ or the supply of 
which was diminished through failure in the haxvest, 
or was interrupted through the hostile position 
towards Britain occupied by the countries from 
which suppUes of them had been accustomed to be 
drawn. 

An increase (such as actually occurred) on the 
charges of importing hemp and flax^ from 20 per 
cent, on the prime cost, to 120 per cent, or from £5 
to £30, or, in some instances, £40 per ton — these 
articles being at the time indispensable for the use 
of the navy — was sufficient to account for a cor- 
responding advance in their prices, even under a 
contracted currency. Hemp, which, in 1793, was 
only £22 per ton, had risen by 1802 to £86, from 
which, in course of the same year, it fell to £32, — 
the issues of the Bank of England continuing to 
increase. By the year 1809, it had arisen to £118 
per ton, while, in 1815, the bank circulation being 
fifty per cent, greater than it was in 1809, the price 
fell to £34 per ton;* but these changes, being 
directly the opposite of what they would have 
been had the state of the circulation been the 
primary cause of the high prices, clearly shew that 
however much the currency may have helped to 
increase the speculative excitement, it was not the 
originating cause of it. In the article of timber 

* << Progress of the Nations,*' sec iii., chap. xii. 
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from Biga^ the freight on which^ when the war was 
over^ fell to 24& per load^ £8 to £10^ and upwards^ 
per load of freight was paid during the war; and 
similar observations might be made with reference 
to every one of the articles on which any remarkable 
rise of price took place : while^ on the other hand^ 
colonial produce^ in the face of increased charges of 
importation^ was cheaper than it had ever been 
previously; prices of many descriptions of British 
manufactures were ruinously depressed ; and wages^ 
except in the case of those classes for whose services 
the war had created an unusual demand, were 
actually lower than they were before the bank 
restriction commenced.'^ And then^ as regards 
grain, the frequent high price of which, during the 
period in question, has been very generally ascribed 
to excessive issues of paper^money, the entire 
absence of any connexion between the one and the 
other is sufficiently established by the facts, that, in 
1798, the average price per quarter of wheat in 
England was 50s. 3d., the average circulation of the 
Bank of England being £12,706,400 ; and in 

1799, the average price was 67s. 6d., and the 
average circulation £13,674,900 ; 

1800, the average price was 113s, 7d., and the 
average circulation £16,263,740 ; 

1801, the average price was 118s. 3d., and the 
average circulation £16,169,660 ; 

1802, the average price was 67s. 6d., and the 
average circulation £17,064,460 ; — 

the largest circulation existing simultaneously with 

♦ Tooke on " Prices." 
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nearly the lowest price.* '* Corn was as low in the 
summer of 1804, and meal as low in 1808, as they had 
been in 1797 ; and many other descriptions of com- 
modities were, in 1807> and again in 1810 and 1811, 
as low as they had been at the commencement of the 
bank restriction; moreover, many descriptions of 
labour were lower in 1811 than in 1797-" f 

There appear to me to be two grounds on 
which we are warranted in rejecting, as erroneous, 
the opinion now under consideration«-^the one prac- 
tical, the other theoretical. Under the former, it 
has been shewn by Mr Tooke that the adrance in 
prices was not general, but was confined to the 
articles in which the relation existing between supply 
and demand had become altered. The other seems 
to me to be equally conclusive, namely, that in a 
country where banking institutions exist, where all 
the money issued is issued through their medium, 
and where money is never issued except on loan, 
and at interest, — no increase of issues can have any 
effect on prices, except in so far as they may tend 
to lower interest, give greater fsicilites for borrowing, 
and so lead to speculation, and to the rise of prices 
always temporarily resulting therefrom. Among a 
people by whom the lending of money at interest 
is not practised, an addition to the currency tends, 
by direct operation, to raise prices. But in circum- 
stances such as existed in this country during the 
period in question, the e£Fect of the enlarged issues 
was limited to this — that a real or anticipated falling 

* Besolutions moved by Mr Vansittart in House of Commons, 
13th May, 1811. 
t Tooke on << Frioes,'' sec xiv., p. 201. London, 1823. 

M 
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off in supplies gave the first start to speculation; 
and the difficulty, owing to a redundant currency, 
of finding employment for money, [accelerated its 
progress. The speculation thus> fomented, caused 
greater extremes and more rapid fluctuation ; ^^hut 
in no commodity to which it was directed was the 
average price, during the period extending from a 
little before the commencement of the speculation to a 
Uttle after its collapse, one iota higher than it would 
have been had the speculation never existed, or than 
it would have been had the currency been a scientific 
currency, free alike from deficiency and redundancy* 

We have now to consider the opinion generally 
entertained, during the continuance of the bank 
restriction act, that the currency had not becomef 
depreciated, that money had not become less valu- 
able, but that gold, grain, and various other articles, 
in the prices of which a marked advance had taken 
place, had become more so ; and that the advance 
in prices of these was in no respect attributable to 
the bank restriction. 

The expression, ^depreciated currency," is one 
that seems to be generally made use of with an 
extreme vagueness of meaning ; and to convey any 
distinct idea to the mind, it would be necessary to 
condescend, not only ojti the exact point of time as 
to which the observation is made, but also on the 
exact period with reference to which the currency of 
that point is said to be depreciated. Thus, when it 
is in general terms asserted' that the currency during 
the course of the restriction act was depreciated, 
the inquiry immediately su^ests itself, as to what 
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precise date the remark has reference; and also 
as to what former or more recent date is the one with 
which the comparison is made; for^ it is evident that 
what is true of it during the speculative excitement of 
1808 or 1813, may be quite inappropriate as regards 
the panic periods of 1811 or 1815: and I am 
inclined to believe that, by selecting suitable dates, it 
would be quite as easy to shew that the currency of 
the period in question was appreciated^ ad that it was 
depreciated. If we take as the point of comparison, 
on the one side, the few weeks which preceded the 
passing of the restriction act in 1797, when such was 
the scarcity of circulating medium, that sixteen or 
seventeen per cent, was the lowest rate of interest 
at which money could be borrowed on security of 
Exchequer Bills,* I dare say it would be difficult to 
fix on any date thereafter at which prices in general 
were lower. But if we select the year 1811, or the 
year 1816, or some of the other seasons of panic, 
which pre\cailed under the operation of that act as 
much as they did before, or have done since, we 
should have no difficulty at all in finding many 
periods, before it came into existence, when general 
prices were much higher ; or rather, we should find 
that prices during those periods of panic were de- 
pressed very far below what were the average prices 
of the same commodities before that act was passed. 
Such being the case, it appears to me that the ques- 
tion, " Was the currency depreciated during the con- 
tinuance of the bank restriction act, or was it not?" 
is one so utterly vague, that no clear or distinct con- 
clusion could be drawn from the consideration of it ; 
• Thornton's " Inquiry," 1802, page 73, 
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and I am inclined to believe that the most that can^ 
with reference to strict truths be said regarding it is 
simply this — ^that with a currency constituted as the 
currency of Great Britain was then^ — ^the same as it 
would be with a currency constituted as that of Great 
Britain is now^ — ^the whole series of twenty-four 
years, during which the restriction lasted^ must have 
exhibited a continual succession of changes^ the cur- 
rency being " appreciated " or " depreciated '' ex- 
actly as the barometer of mercantile confidence might 
happen to stand high or low, and being ^^appre- 
ciated " or *' depreciated," with reference to the cur- 
rency of former or later periods, exactly according 
to the state of mercantile confidence during the 
points of time selected for comparison. 

As regards prices of general merchandise during 
the period in question, the relation of these to the 
currency has been so fully investigated by Mr Tooke, 
and it has been so unanswerably shewn by him that 
the rise in prices of all the articles in which any re- 
markable advance took place, was the result, pri- 
marily, of a change in the relation between supply 
and demand — aggravated, no doubt, by the effects of 
redundant currency — that any remark here on that 
subject would be superfluous. But there is one 
commodity, with reference to which it appears to me 
that Mr Tooke has taken an erroneous view — namely, 
gold ; his mistake with regard to which, I will now 
endeavour to point out. 

It was held, then, during this period, " that money 
had not become less valuable, but that gold had be- 
come more so." But this may perhaps come into 
the hands of some to whom the words now quoted 
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may be unintelligible, or may appear to convey an 
idea altogether erroneous; and it may therefore be 
well that I should remind the reader that, though 
under a currency system such as that now, and for ^1 
the last thirty*fire years, existing amongst us, the ' 
price of gold can undergo no change (or, at least, 
next to none), it is not so (1) under a currency con- 
sisting of paper not convertible; nor (2) under a cur- 
rency consisting of gold alone, or of paper and gold 
combined, where the exportation of coin is prohibited ; 
nor (3) under a currency where seigniorage is charged, 
— sunder all of which the price of gold in the market 
may be higher or lower than its mint price. Where 
a currency consists of paper alone, as that of the 
United Kingdom did during the continuance of the 
bank restriction act, gold becomes a regular article 
of merchandise, and rises or falls on the same prin- 
ciples as all other commodities. It may, then, fall 
below its mint price, or it may rise above it, accord- 
ingly as it may be, or may not be, in demand, which 
it will be exactly as the exchanges may happen to be 
for the time favourable or unfavourable. Even under 
a currency consisting of gold, or of paper convertible 
into gold on demand, the same will hold good if the 
exportation of coin, or the reduction of it into bul- 
lion, be prohibited by law, as was the case in this 
country prior to the year 1819 ; and we find, ac- 
cordingly, that before the passing of the bank re- 
striction act, the currency being then a metallic or 
convertible one, whenever the balance of trade ran 
against this country, so that an export of gold be- 
came necessary for the adjustment of that balance, 
the price of exportable gold, that is, of foreign coin, 
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or of bars which bore evidence of having been 
brought from abroad, or of bar-gold which the seller 
could swear had not been made from the melting of 
British coin, bore a higher price than gold guineas, 
ranging from the then mint price of £3, 17s. 6d., 
up to £4i, 2s., and in some cases, £4, 8s. per ounce ; * 
while, on the other hand, a fiavourable balance of 
trade had the effect of lowering the price of gold 
bullion below the mint price ; so that, for three years 
after the passing of the bank restriction act, the 
inconvertible paper of the Bank of England bore a 
premium,f or served to purchase gold at a price be- 
low its mint price. The same variation between mint 
and market price will also be observed wherever the 
government charges a seigniorage on converting the 
precious metals into the coin of the country. In 
such a case, bullion will generally bear a price lower 
than that of an equal weight of coined gold, in exact 
proportion to the government charge for coining it ; 
while its at any tinie bearing a higher price than 
coined gold, will depend entirely on whether or not 
the exportation of government coin is prohibited. 
Were such prohibition to e^cist, then the presence of 
an unfavourable exchange might raise the price of 
bullion (the exportation of which is presumed not to 
be illegal) above the price of coin ; but where the ex- 
port of coin is not prohibited, then under no circum-. 
stances could its price, in the case supposed, be less 
than that of bullion. 

That these explanations are not unnecessary seems 
to me to be sufficiently shewn by the facts, that in 

• * Bullion Report of 1810, page 8. 

, t M*Callocli*s « Commercial Dictionary." Art, *< Bank of England,** 
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a recent publication, evidently the work of a man 
of education and intelligence, the remark of Mr 
Thornton, in his book on " paper credit," " that bul- 
lion is a commodity ; that it rises and falls on the 
same principle as all other commodities," &c., is 
quoted as a singular example of misconception : and 
that in another — ^the work, too, of a man of almost 
European celebrity — deep commiseration is ex- 
pressed with the Bank of England, at the injustice it 
suffers in being compelled to pay its notes in gold, at 
the mint price of £3, ITs. 10^. per ounce, — ^the effect 
of the obligation to do so being, he observes, to ex- 
pose the bank to ruinous loss when the market price 
. is above the mint price. Thus, he says, if they have 
fifteen miUions of notes in circulation, and the market 
price of a sovereign comes to be 21s., the bank would 
lose fifteen million shillings, or £760,000, besides 
having a large part of its specie drawn out. The re- 
mark about a sovereign coming to be worth 21s., pretty 
well neutralises what went before, and goes after it; as 
it must be obvious to any one who has read what I 
have stated on the last page, that a sovereign, under, 
the system of currency noF existing in this country,; 
never can be worth more than twenty shillings, nor 
worth less. Before the passing of the currency bill 
of 1819, the weight of metal contained in a gold gui- 
nea might be worth more than a guinea, because the 
bullion^ or foreign coin in which it might be was ex- 
portable ; while, by law, a coined guinea was not; and 
thus the latter was destitute of a property which the 
former possessed, of being made available for the dis^ 
charge of a debt owing in a foreign country : and 
so, under the restriction act a guinea might be 
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worth more than twenty-one shillings^ because as 
bullion it might be worth more; and though the 
reducing it to the state of bullion was an act pro- 
hibited by law, still it was one of those acts the per- 
petration of which could very seldom be proved 
against any one, and which were, in consequence, 
extensively practised: but since 1819, the exportation 
of gold coin has been legal, and it follows, of course, 
that the price of gold, of the same fineness as sove- 
reigns, must always be weight for weight with that 
coin, with exception of some trifling difference to cover 
the loss of interest incurred in the period elapsing 
between the time when the gold is taken to the mint 
to be coined, and the time when it is returned in its 
new form, which may be estimated at l^d. per ounce. 
The price of standard bullion, therefore, can never 
fall below £5^ ITs. 9d., nor rise above £3, l7s. 10^. ; 
because the former price can always be obtained 
from the Bank of England, and at the latter price 
the bank is bound to supply whatever demand may 
exist on the part of those holding her notes. While^ 
at same time, it is evident that the Bank of England 
suffers no injustice in being made to buy at £3, iTs. 
9d., and to sell at £3, 17s. lO^d. per ounce, — ^what 
she does being merely this — that when any one takes 
to her counter a quantity of gold bullion, she gives 
him paper-notes for it at the price of £3, 17s. 9d. 
per ounce, obliging herself to return the gold, or 
gold as good, to any one presenting the notes, but at 
the advanced price of £3, 17s. lO^d. per ounce, — ^the 
difiSerence of l^d. per ounce forming the bank's re* 
muneration for trouble and storage. 

After this explanation, I now proceed to consider the 
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Opinion that, during the period of the restriction act, 
" money had not become less valuable, but gold had 
become more so." But an explanation of the terms 
used may again be necessary. That ^* gold has become 
more valuable," is an expression which, used with 
reference to any one country, conveys distinctly the 
idea that a given quantity of it will exchange for a 
larger sum in the currency of that country, if its cur- 
rency be not a metallic one ; or if it be a metallic one, 
then that it will exchange for a larger amount of 
general commodities, than it would have done at some 
former period : just as, in the same tnty, the remark 
that grain, or cotton, or iron, has become more valu-* 
able, suggests the idea that a given quantity of any 
one of them will exchange for a larger sum in the 
currency of the country, than at some other time. But 
when it comes to be said in general terms (as, for ex- 
ample, in the ^' Beport of the Bullion Committee of 
1810," and in the works of various writers on the cur- 
rency question) that gold was, during the bank restric- 
tion, dearer in this than in other coimtries, the words 
fail entirely to convey any distinct idea. If it be 
said that cotton is dearer in Manchester than in 
Kew Orleans, we at once understand that a given 
weight of gold, which, unless the contrary be men- 
tioned, is always presumed to be the standard by 
which the relative values of commodities in different 
countries are estimated, will exchange for a greater 
quantity of cotton in the latter city t^n it will serve 
to purchase in the former. But if the statement be, 
in general terms, that during the period in question 
gold was dearer in Britain than on the continent, the 
consideration at once arises — ^what is the standard by 
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reference to which the dearness is to be estimated ? 
Is it cotton wool ? If so, then during a principal 
portion, if not, indeed, during the whole, of the bank 
restriction period, the statement would prove correct. 
In beginning of 1810, a pound of Brazil cotton, sel- 
ling in London for 2s., was worth 6s. in Amsterdam, 
and 8s. in Paris ;* that is, was worth three times as 
much gold in Amsterdam, and four times as much in 
Paris, as in London. Gold was therefore cheaper 
in the two last named cities than in the first, cotton 
wool being the standard of value. If colonial pro- 
duce or British manufactures be taken as the stan- 
dard, as certainly would it be found true that gold 
was dearer in Britain than in France,-f-in the latter of 
which countries, during the years preceding the con- 
clusion of the war, sugar sold at prices equal to from 
6s. to 6s. per lb. ; coflfee at 7s. per lb. ; indigo at 18s. 
per lb.,f and so on ; while the manufactures of Great 
Britain commanded prices in almost every part of 
the continent from 60 to 200, or even 300 per cent, 
above those existing in this country at the same 
time; I or, in other words, gold was so much more 
valuable in Britain than in France, that an ounce of 
it would serve to buy three or four times as much 
cotton, coffee, sugar, indigo, &c., in the former as in 
the latter country. But, on the other hand, timber 
or grain, or hemp or silk, being taken as the stan- 
dard, then as undoubtedly would it be found that 
gold was cheaj^r in Britain than in the parts of the 
continent from which its supplies of these articles 

* Bullion Keport, Minutes of Evidence, p. 67. 

t Tooke on "Prices,'* sect, xii., p. 181. 

X Bullion Beport, Minutes of Evidence, p. 63. 
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were respectively derived; the prices in the one 
country bearing about the same proportion to those 
in the other, that the prices of British manufactures 
and colonial produce prevailing on the continent 
bore to those prevailing in the United Kingdom. 
But without some standard being expressly quoted, 
the statement that gold is dearer in one country than 
in another, is neither more nor less than downright 
nonsense, and utterly reprehensible, — ^in as far as it 
tends to mislead both those who make use of it, and 
those who, in ignorance of its unmeaningness, hear it 
used. 

It is quite true that, day after day, and week after 
week, we find in the pages of the Times, and the 
Economist, the announcement that gold is dearer 
in London than in Paris, or dearer in ifTew York 
than in London, &a ; and used as it is there, the 
phrase is unobjectionable. It is addressed to mer- 
chants, and is couched in mercantile language. But 
merchants, in their speech and correspondence, aim 
not at scientific accuracy of expression, but at bre- 
vity ; the latter of which is certainly highly charac- 
teristic of the term in question, — conveying, as it 
does, in ten words, to the mind of any one at all ac-^ 
quainted with the subject, a series of ideas which 
could not be fully expressed in less than ten times 
the number ; but the idea expressed is something 
very diflferent, indeed, fi'om anything connected with 
the price of gold. What the phrase, " Gold is one 
per cent, dearer in New York than in London," 
really ineans, is this — "The balance of trade, between 
Great Britain and the United States is at present in 
favour of the latter country ; and this to such extent 
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that the amount of bills on London, offering for sale 
in New York, so exceeds the amount of funds to be 
remitted to London, for the discharge of debts owing 
by the merchants of America to those of Britain, that 
sellers are forced to part with their bills at such re- 
duced price, that one hundred ounces of standard 
gold in B"ew York will serve to purchase bills on 
London for an amount of British money equal to 
one hundred and one ounpes of that metal." 

All this series of ideas is conveyed by the simple 
expression just quoted ; but it will be observed that 
the price of gold forms no part of their subject. 
What it indicates is simply that there is a greater 
amount of bills on London offering for sale in ifTew 
York than is required for making the remittances 
which the merchants of that city have to make to 
Britain ; or, in other words, that the exchange is in 
favour of ifTew York, and against London ; the pro- 
bability being at same time very great, that the one 
hundred and one ounces of gold in London, obtained 
in exchange for one hundred ounces delivered in 
New York, will be found not to be of less value than 
when, a few months previously, the same quantity 
could not have been got for a payment in New York 
of less than one hundred and two ounces, but to be 
of much greater value. Formerly, one hundred and 
two ounces had to be paid in New York for a hun- 
dred and one ounces in London, because the ex- 
change was in favour of Britain ; now, the exchange 
being against Britain, the same quantity can be got 
for two ounces less of gold in New York ; and yet it 
is probable, and generally the case, that each one of 
the one hundred and one ounces obtained in exchange 
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for the one hundred ounces in New York, will pos- 
sess a much greater purchasing power in London 
than each of the one hundred and one ounces did, 
obtained in exchange for the one hundred and two 
ounces in the former city; because, in the latter case, 
the exchange being in favour of Britain, confidence 
would likely be high, and prices of commodities high 
also, while, in the other case, the exchange being 
unfavourable, mercantile confidence would be likely 
to be diminished, and prices of commodities lower 
than before : so that, in place of indicating that gold 
is really dearer in !N'ew York than in London, the 
series of propositions expressed by the phrase in 
question would rather seem to lead to the conclusion 
that it was dearer in London than in ^ew York, 
though, as before remarked, the expression, v^hen so 
used, is quite unobjectionable, being merely a form 
of words adopted by merchants to shbw the state of 
the exchanges, and the price of bills in one of two 
countries on the other. If, in Kew York, or Ham- 
burgh, the amount of bills on London offering for 
sale exceeds the demand, then their price falls, and 
gold, a given quantity of it serving to buy a bill 
on London for a larger amount than before, is said 
to be dearer ; while, if the demand for bills on Lon- 
don exceeds the supply, then their price rises, and 
gold is said to be cheap. When merchants say that 
gold is cheaper in London than in ISew York, they 
mean that bills on the former city are in excess of 
the demand in the latter, — that is, that the balance 
of trade is in favour of America ; and when they say 
that gold is cheaper in Kew York than in London, 
they mean that the demand for bills on the latter 
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city is greater than the supply in the former, — or, in 
other words, that the balance of trade is against 
America ; but no merchant, of ordinary intelligence, 
would ever suppose that such expression was used to 
convey the idea that the purchasing power of gold, 
in one country, or the other, had.undergone any spe- 
cial change. 

So long as the currency of a country consists of 
gold, or of paper convertible into gold, no demand 
for that metal can have any effect in raising its price ; 
but when, as was the case during the continuance of 
the bank restriction act, the currency consists of 
paper not convertible, then gold assumes a market 
price, just like any other commodity, — and that price 
will be regulated, as the prices of all other commo- 
dities are, by the relation existing between the sup- 
ply of it and the demand for it. In the former 
case, a great demand for gold, and the withdrawal of 
a quantity of the coin from circulation, would as effec- 
tually raise the value of the metal, as it would in the 
latter, — that is, a given quantity of gold would, in such 
case, serve to purchase a larger quantity of other 
commodities ; but it is only in the latter case that 
the price of gold would be raised. In the former 
case, it is itself the standard by which all values are 
denoted, and, therefore, its price is unchangeable j 
but in the latter case, it has ceased to be the stan- 
dard. Its place, as such, has been assumed by 
paper money, and, henceforward, its price, according 
to the new standard, will be regulated altogether by 
supply and demand. Under such circumstances, 
the occurrence of an unfavourable balance of trade, 
by causing a demand for gold for its adjustment. 
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will have the immediate effect of raising the price of 
that metal, — the extent of the advance in its price 
above the mint price depending entirely, as the price 
of every other commodity does, on the extent of the 
demand, as compared with the extent of the stock 
out of which it has to be supplied ; and it seems 
strange that any one, whose mind is free from preju- 
dice on the subject, should consider it remarkable 
that an unusual demand for gold should, in begin- 
ning of the present century, have led to an advance 
in its price, or conceive that the fact of that advance 
having taken place can be accounted for only by sup- 
posing that the currency had become depreciated. 

During the period in question, the obstacles at- 
tending the shipment of our manufactures and 
colonial produce to the continental markets were so 
great, as to limit them to a small amount compared 
with what they had been before ; while from the 
ports of several populous countries, which had for- 
merly been extensive customers, they were excluded 
altogether. The importing of continental produce, 
though attended with difficulty and expense, being 
carried on entirely through means of foreign ships, 
to which enormous freights were generally paid, esti- 
mated, on an average, at about fifty per cent, on the 
original cost of the goods,* was not interrupted to 
the same extent as our exports ; and many articles, 
our supplies of which were then drawn almost en- 
tirely from the continent, were so indispensable to a 
maritime country, that the obtaining of them was 
necessary at whatever price. These alone were suf- 
ficient to create an unfavourable balance of trade, 

• Bullion Report, Minutes of Evidence, p. 64. 
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and a tommipeak demauid tar gold fir its 
;; but to tliaii nmrt be added odier< 

, afl. toiMl i M to make tint IrahiifT akfll mope 
nnfimmtable, — such as the hige ezporta ofgoldfior 
tlie puirlmw' of gnin, to nqiplf the drfirienfirs of 
aefcnl had h ar ro rta ; the ezporta of gold fir p^- 
ment of wine and hmidj firooi Fianee^ vfaidi am 
laid to hate amounted to co uaidci a ble waam^ and far 
vfaich no mcfdiandiK nhaterar wae exported finom 
thia co outr y ;* and the eiqport of gdd, or of goods 
fin* wfaidi no letama were leeeitedy tat payment of 
nsial and mililafy ei^enaea abtosid, and of anbuidiM 
to fiire^ powen^ — die e&et of the iriide ben^ ao 
to drain tbu eoimtiy of the fnedooa metak, that gold 
enn bad afanoat oeaaed to be obaerred in our drcn- 
latioD^and the market jHriee of boDicm roBeabore ita 
mint JHriee to extent, at eertain dates, of nearly thirty 
jpet ceaL There is nothing in all thifl^ howerer^ to 
imply that the cmreney had become ^ dejffedated," 
in die ordinary Englidi sense of the word; and thon^ 
it is sdf-erident that had the currency been a me- 
talfie or conToiible one, no sadi difference between 
the mint and the market price of gold could, by 
possibility, bare existed^ it seams to me also evident 
that the argnments by which Mr Tooke has prored 
that the adyance in prices of certain other commodi- 
ties was not properly traceable to depreciation in the 
cmrencjr, equally serve to proye that the rise in the 
price of gold was not properly traceable to that caose 
rithen 

By those who bold that the rise in the price of gold 

* BuIfioD Beport Hhnitai of Evidenoe; p. 64. 
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in tHs country was the result, not of increased demand 
for it, for the adjustment of unfayourable balances of 
trade or payments, but of a depreciation in the cur- 
rency, it was argued as follows : — '^ A local rise in 
value of bullion, confined to this country, would no 
doubt account for a greater quantity of bank-notes 
being required here, where the rise had taken place, 
to purchase the same quantity of bullion. But it 
will not account for bank-notes being exchanged in 
Sotterdam, Hamburgh, and other places, where, 
according to this theory, bullion had not risen in 
price, for 18s., 14s., or 15s. This fact we hold to be 
quite conclusive ; for if Bank of England notes had 
not experienced a loss of value, why should they 
have been sold, where buUion had not risen, for 14s. 
or 16s.?"* 

Had these Bank of England notes been ofiSared 
to a Hottentot merchant at the Cape of Good Hope, 
it is probable he would have valued them at 
less than a silver shilling; but no inference can 
properly be drawn from this, as to Bank of England 
notes having experienced a loss of value : and neither 
can any such inference be drawn from the fact that 
in Eotterdam or Hamburgh, some parties, in want of 
the current coin of the places where they were, 
should have parted with such notes, giving a one- 
pound note for a quantity of that coin not equal to 
more than 13s. or 14s. British silver money. If they 
were sold below their value, their having been so proves 
nothing more than this — that the persons who sold 
the notes at such prices, dealt with those who either 
did not know their value, or, knowing their value, 

* Edinburgh Review^ February, 1816. 
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were disposed to buy them as cheaply as possible. 
But what was the real value of a Bank of England 
note to a merchant in Eotterdam ? Simply this — 
the amount of gold or silyer which the possession of 
the note would give him the command of in London, 
due allowance being made for the expenses attendant 
on the bringing it thence ; and if the price of gold 
happened to be, at date of the supposed transaction, 
as high as it was in the year 1813, the price, after 
all, may have been not an unreasonable one, and the 
fair value of the notes, as instruments for the pur- 
chase of gold, may have been just what has been 
mentioned as the price they were sold at ; but how 
this can be held as quite conclusive on the question 
whether the issues of Bank of England notes were 
excessive, and whether the rise in the price of gold 
in Britain was the result of depreciation in the cur- 
rency, or of unusual demand for gold, I confess 
myself quite unable to comprehend : as I am, also, 
to discover how the fact of gold having risen, or not 
having risen in Rotterdam, could in any way influ- 
ence a party there as to the price, in gold, he should 
piay for a certain quantity of that metal delivered in 
London, or, what is the same thing, for a Bank of 
England note, or a bill on that city. Li so far as 
this argument is concerned, I am inclined to believe 
that it throws not the smallest light on the subject, 
and still leaves us in the dark as to whether the pur- 
chasing power of the currency of the date spoken of 
was less — ^estimated in commodities on an average, 
gold being one of them — than it was before the bank 
restriction ; or whether, it continuing the same, the 



Digitized by Google* 



BRITISH CXJBBENCT SYSTEMS. 195 

rise in the price of gold was the consequence of 
increased demand for it- 
It was abo argued that ^^a local rise in the price 
of bullion^ confined to this country, and continuing for 
years, at the rate of 20, 30, or even 40 per cent., is 
itself a phenomenon which it would be very difficult 
to explain. The price of a commodity can hardly 
continue for any length of time higher in one country 
than in another, unless either its exportation or im- 
portation be prohibited ; and even in this case the 
irresistible attraction of a higher price is frequently 
found to render nugatory the strictest regulations. 
If gold had been 20 or 40 per cent, dearer in 
this than in any other country, if it could have been 
laid out to so much greater advantage in the pur- 
chase of British produce, it is contrary to every 
known principle to suppose that we should have 
continued so long unsupplied with this necessary 
commodity." * 

This quotation serves strikingly to illustrate the 
remarks I made above (page 186) on the inaccuracy 
and positive absurdity of speaking of the price of 
gold being higher in one country than in another. 
"We have seen that, in so far from the price of 
gold being higher in this than in the other coun- 
tries of Europe, it was, estimated in articles of conti- 
nental production, very much lower ; and while silk 
and hemp, and grain and timber, bore enormous 
prices here, they were, in the places on the continent 
where they were most extensively produced, almost 
destitute of value altogether; though the price of gold 

* Edinburgh Eeview, February, 1816. 
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seems to have been high, indeed, in Britain, when esti- 
mated in colonial produce and British manufactures, 
large quantities of which could be obtained in ex- 
change for small quantities of gold — so that, as 
regards them, the local rise in the price of bullion 
was real and undeniable; but any one having dis- 
tinct ideas, and seeking, in plain English, to convey 
the idea in question to another, would simply say that 
prices of those commodities had fallen. The writer 
says, that ^Hhe price of a commodity can hardly con- 
tinue for any length of time higher in one country 
than in another, unless either its exportation or im- 
portation be prohibited ;" but he ha^ forgotten that 
such prohibition did really exist — not as regards gold, 
but as regards the commodities which, had the peo- 
ple of the continent been disposed to avail themselves 
of the low prices of British manufactures and colonial 
produce prevailing here, they would have obtained 
in exchange for their gold. The only way in which 
they could avail themselves of the high price of gold, 
or low price of British commodities, was by laying it 
out in the purchase of the latter; and they doubtless 
knew well, that when they should have done so, the 
X5arrying of their purchases to their respective coun- 
tries would be attended with extreme danger, and 
with expense, compared with which the original cost 
of the goods was a mere trifle. Goods sent from 
this country for use in Germany and France, were 
in many cases shipped to Salonica, from whence they 
were conveyed on mules and horses through Mace- 
donia, Servia, Hungary, &c., till they arrived at their 
respective destinations ;* the expense of which must 
♦ Tooke on " Prices." 
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have been many times greater than the original cost 
of the goods in this country. " The freight of indigo 
from London to the continent does not^ at present^ 
exceed Id. per lb,, whereas it amounted^ at the 
period referred to, to about 4s. 6d.''* This argu- 
ment, like the one that went before it, throws no 
light on the subject, and still leaves unsettled the 
question whether the issues of the Bank of England 
were excessive, and whether the high price of gold 
was the result of its scarcity, as compared with the 
demand for it, or the result of excessive isaues of 
bank-notes and consequent depreciation in the cur- 
rency. 

It was abo said — '^In comparing, by means of 
the exchange, the bullion of this country with that 
of other countries, we find, at the time when its price 
in bank paper was so high, that its real value, so far 
from being higher, was lower in Britain than on the 
continent.^f Had the reviewer added the words, "esti* 
mated in continental produce," his proposition would 
have been unchallengeable. This, however, is not the 
mode of proof he adopts ; but he goes on to say 
— "It was stated in evidence before the committee of 
the House of Commons, by different merchants and 
bankers, that, at the time when bullion was selling 
at £5, 10s. per ounce in bank paper, a pound of it 
paid to a banker in London would not have pro- 
cured a bill upon Hamburgh for the same quantity, 
without the addition of a premium at the rate of 5J 
per cent." And why ? Simply for the reason which 

♦ M*Culloch's "Commercial Dictionary." Article, "Prices." 
t Edinburgh BetdeWy February, 1816. 
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caused gold to bring £5, 10s. per ounce — ^namely, that 
the balance of trade being against Britain, and in 
favour of the continent, a greater amount had to be 
remitted to Hamburgh than had to be received 
from it, and the excess had to be sent across in 
gold ; so that, as a matter of course, no one would, in 
exchange for one hundred pounds of gold in London, 
give an order for the delivery in Hamburgh of a 
quantity of gold greater than, were he shipping one 
hundred pounds of gold to that city, would remain 
to him as net proceeds, after deduction of packing 
and shipping charges, freight, insurance, land- 
ing charges, agency, interest,' &c., in addition to 
commission, to compensate him for the risk and 
trouble attending the transaction, which, during the 
period in question— ^that is, when the exchanges were 
unfavourable, so that gold had actually to be sent 
across — ^were generally estimated at about 6^ per 
cent. ; a premium to which extent was, therefore, 
necessary to reimbmrse the seller of the bill, and to 
afford him a reasonable profit. The only conclusion, 
however, that can, legitimately, be drawn from that 
fact, is merely this — that the charges attending the 
shipment of gold from London to Hamburgh 
amounted to about 5^ per cent. But the reviewer 
imagines differently, and the conclusion he arrives at 
is — ** A pound of bullion in Hamburgh was, therefore, 
more valuable than a pound of bullion in London ; 
for, had it been more valuable in this country than 
on the continent, who, in that case, would have 
paid a premium for transferring it from the better to 
the worse market ?" I answer — ^Any solvent trader, 
who had a debt owing on the continent, which he 
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was bound to discharge ; and also any continental 
merchant, who had a debt to receive payment of 
from Britain, and which he wished to get payment of 
in gold, an article easily introduced, rather than in 
manufactures or colonial produce, the introduction of 
which into the continent was at that time attended 
with great expense and great hazard. It is impor- 
tant to observe, that during the time wh^n ''a 
pound of gold paid to a banker in London would not 
have procured a bill upon Hamburgh for the same 
quantity, without the addition of a premium at the 
rate of 5^ per cent.," the same pound of gold paid 
to a banker in London would have procured a bill 
upon "Sew York, not only for the same quantity, but 
for a quantity larger by 6^ per cent., or mqre.* If, 
therefore, the former &ct afforded evidence that the 
currency of Britain was depreciated, the latter served 
equally to shew that, at the same time, it was appre- 
ciated. But, in reality, it shewed neither more nor 
less than this — ^that, as regarded If ew York, the ex- 
change was favourable, while, as regarded Hamburgh, 
the exchange was un&vourable to Britain ; and any 
conclusion drawn, as to the depreciation, or other- 
wise, of the ^currency of a country, from the mere 
fact of the foreign exchanges being favourable or un- 
favourable to it^ must always lead to error, in as far 
as the two are utterly destitute of any immediate 
connexion with each other. This argument, accord- 
ingly, serves quite as little as its predecessors to esta- 
bUsh the position that Bank of England notes were 
issued in excess, and that the high price of gold was 
the consequence of it. 

* Bullion Report, Minutes of Evidence, p. 71. 
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It was also said — "It does not very clearly appear 
how the great foreign expenditure of this country 
should have raised so enormously the value of specie, 
since it was not with specie that it could have been 
discharged ; but was so chiefly by drafts on the 
Treasury from abroad, which drafts would be finally 
settled by exportation of British manufactures,"* 

IsTow, though it is quite credible that it should 
pot to the reviewer, who seems to have had but a 
very limited acquaintance with mercantile affairs, 
have been very apparent how a great foreign expen- 
diture by this country should have raised the price 
of specie, no merchant, indeed, I would say, no per- 
son whatever of ordinary intelligence, whose mind 
was not blinded by preconceived notions, could hav^ 
any difficulty in seeing that when, through govern- 
ment expenditure abroad, the closing against our trade 
of almost all the markets of the continent, and other 
causes, the balance of payments had been so thrown 
against this country, that almost every guinea had 
been withdrawn from circulation, and sent abroad in 
shape of bullion, to assist in the adjustment of this 
balance ; and when, after the supply originally af- 
forded by a metallic circulation had become utterly 
exhausted, the balance of trade with the continent 
again [became unfavourable, so that the only source 
from which gold could be obtained for its adjust- 
ment was in the limited imports of it from the West 
Indies and J^orth America, with which countries the 
exchanges, fortunately; continued in favour of Great 
Britain, — the natural and inevitable consequence 
was, that the demand for gold for shipment to the 

* Edinburgh Review, Februaiy, 1816. 
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continent/ in payment of debts owing, being very- 
great, while the stock from which alone that demand 
-could be suppUed was limited in amount, and held 
in few hands, the price of that metal should have 
risen greatly ; and the fact that, under such circum- 
stances, it did rise, affords no confirmation to the 
opinion that its rise was in any way the consequence 
of excessive issues of bank-notes in this country. 



The Bullion Committee of 1810 seem to have been 
strongly impressed with the notion that the rise in 
the price of gold, estimated in British money, was the 
result, not of unusual demand for that metal, but 
solely of depreciation in the currency ; and finding 
that all the parties of practical observation examined 
before them were as strongly convinced of the fal- 
lacy of that notion, they seem to have exerted all 
their ingenuity in discovering arguments * which 
should appear to confirm their peculiar views ; and 
the arguments so given in their report I will now 
briefly enumerate :-— : . 

The committee reported that it did "not appear 
that during the period when the price of gold .bul- 
lion was rising here, as valued in our paper, ttere^ 
was any corresponding rise in the price of gold 
bullion in the market of the continent, as valued 
in their respective currencies ; " * and to any onet 
acquainted with the nature of exchange operations, 
it would have been a very remarkable thing, indeed, 
if there had. All merchants know that (except in 
times of panic, when specie is required for the sake 

* Bullion Report, page 5. 
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of hoarding)^ gold is never extensively in demand 
except when it is needed for transmission to foreign 
countries, which they also know it never can be, ex- 
cept^under an un&vourable exchange — that is, when 
the balance of payments is against the country where 
the demand exists, and in favour of the country to 
which the gold is remitted. 

That such is the fact, may be rendered obvious to 
any one, how Uttle soever his practical acquaintance 
with business may be, who will simply bear in mind 
that so long as the balance of payments between two 
countries remains equal — that is, so long as each 
country has an amount to remit to the other equal 
to the amount which the other has to remit to it — ^the 
exchange between the two countries is in the state 
designated by merchants as being **at par;" by 
which is meant, that an ounce of gold in either of 
the countries will serve to purchase a bill which will 
give its holder the command of an ounce of gold in 
the other country ; under which circumstances there 
can be no such thing as shipping gold from one of 
these countries to the other. This, I think, must 
appear self-evident to every one ; for the conveying 
gold from one country to another must always be 
attended with more or less expense; and though 
that expense may not exceed say even two per cent., 
no man in his sound mind would ever think of losing 
two per cent, by sending gold — ^that is, no man 
would ever send gold from one country to another 
when he knew that for every hundred ounces sent 
he -should, after defraying charges, have only ninety- 
eight ounces available in that other country ; know- 
ing, at same time, that without trouble (and it is 
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of course presumed without risk) he could sell his 
gold for a bill, which, for every hundred ounces paid, 
would give him the command of one hundred ounces 
in the other country, in place of ninety-eight ounces, 
as formerly ; and, besides, the shipment of gold from 
one of two countries, so situated, to the other, would 
also necessitate the shipment of gold from the other 
country to it. Thus — suppose that the merchants 
of "Island A" are indebted to certain merchants of 
"Island B" to extent of 100,000 ounces of gold, 
and that those merchants of " Island B " are indebted 
to certain merchants of " Island A" to extent also of 
100,000 ounces of gold, it is plain that the debts of 
all parties may be discharged by means of bills, or 
simple orders. The merchants of " Island A," who 
have money to remit to " Island B," will apply to 
those who have money owing them in that island. 
The latter will draw bills on their debtors in that 
island, which they will sell to those who have remit- 
tances to make to, and debts to discharge in it. 
These bills will then be sent to " Island B," and the 
consequence will be, that the debts of the one island 
to the other wiU be discharged without the trans- 
mission of gold, and by the simple handing over of 
money from the debtor merchants to the creditor 
merchants of " Island A," and from the debtor mer- 
chants to the creditor merchants of "Island B." It 
will further be observed, that if, under such circum- 
stances, any debtor in the one island should, by any 
possibility, discharge his debt to his creditor in the 
other island by actually sending gold to it, his so 
doing would destroy the equilibrium, turn the ba- 
lance of trade against the other island, and necessitate 
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the transmission of gold from it to the former island : 
so that^ when the trade of two countries with each 
other is balanced^ and their exchanges are^ conse- 
quently^ at par^ the sending of gold from one to the 
other is about the most unlikely eyent that could 
happen ; and if gold were to be sent from one to the 
other^ it could only be (the balance of trade between 
the two not b^g otherwise affected) to be sent back 
again^ or to stand in the place of other gold that 
had been sent to the island it came from. And yet, 
self-evident as this does appear, that such is the case 
seems to have been overlooked by the Bullion Com- 
mittee ; and a writer on the subject, of high authority, 
has actually asserted that the balance of trade and 
the exchanges were in favour of Great Britain during 
the very periods of the bank restriction act, when 
ier circulation was being drained of bullion, for 
transmission to the continent ! 

It appears, accordingly, almost an impossibility that 
gold can be rising in price in the country which is 
being drained of it, and be, at the same time, rising 
in price in the country into which that drain is made 
to flow. We may, therefore, reasonably presume, that 
the rise in the price of gold, which took place in this 
country at various dates during the period in ques- 
tion, would be accompanied by a fall in its price in 
those countries into which the gold chiefly found its 
way ; and if such fall was not observed, or if it did 
not tend to promote speculation, and so raise prices 
of commodities in those countries, it must have been 
owing to the want of speculative enterprise among 
the people, or to the unusual demand for gold over the 
continent, to supply the military chests of the bel- 
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ligerent powers ; and also^ doubtless^ to the unsettled 
state of most of the countries there, inducing hoard- 
ing, and the withdrawal of the precious metab from 
circulation. 

The committee point to the fact, that during the 
seven years' war, and the American war, no want of 
bullion was felt in this country, and that for twenty- 
four years immediately prior to the bank suspension, 
the price of standard gold in bars was never, for any 
length of time, materially above the mint price.* 
But they overlooked the reason, which was, simply, 
that during these several periods the trade of the 
country was not interrupted, as it was under the 
operation of the Berlin and Milan decrees, and that 
the balance of trade or payments was not then 
against it, as it was during the latter period. 

They next go on to observe, that the evidence that 
had been laid before them had led them to enter- 
tain much doubt of the alleged (auct that a scarcity 
of gold buUion had been recently experienced iii this 
country ;f the evidence in question being that of one 
dealer in gold, who spoke much of the scarcity of it, 
but, at the same time, acknowledged that he had 
found no difficulty in getting any quantity he wanted 
if he was willing to pay for it the price demanded, — 
^n admission, however, which hardly seems to war- 
rant the conclusion that there was no scarcity of 
the article. With equal propriety may it be said 
that there has been no scarcity of grain in this 
country during the present year, no one with money 
in his pocket having experienced any difficulty in 

* Bullion Report, page 7. t Ibid., page 9. 
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obtaining what he wanted of it ; and that, accord- 
ingly, the high price which has prevailed can only 
be ascribed to a depreciated currency. Few can 
fail to see the folly of this argument ; and yet it is 
not a bit more unsound than the one just quoted, by 
which the Bullion Committee sought to prove that 
the issues of the Bank of England had been to such 
extent as to cause great depreciation in the value of 
their notes. 

Finally, they observe, ^^ that the rise in the market 
price of silver in this country, which has nearly cor- 
responded to that of the market price of gold, cannot 
in any degree be ascribed to a scarcity of silver, — the 
importations of late years having been unusually large, 
while the usual drain for India and China has been 
stopped." * Was there, then, an accumulation of the 
stock of silver ? By no means. K there had been, its 
price would not have been high. But there was no 
accumulation, — ^at least during the time when its price 
was high ; simply because there was a great demand 
for it, it being equally available with gold for the dis- 
charge of the balance of payments owing by this 
country to the continent. 

Many very intellegent merchants had been exa- 
mined before the committee, all of whom seem to 
have endeavoured to explain to them that the pre- 
sence of an unfavourable exchange, and the consequent 
export of the precious metals, could not possibly 
result from any other cause than an unfavourable 
balance of trade or payments. They do not, how- 
ever, appear to have succeeded in this ; and, accor- 
dingly, the committee, with the view of proving that 

* Bullion Report; page 10. 
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such could not be the cause of the unfavourable 
exchange and consequent export of gold, enlisted the 
services of the Inspector General of Customs, who 
shewed, apparently to their entire satisfaction, that 
so far from the balance of trade having been against 
the United Kingdom, it had actually been in its 
favour, to such extent that, during the years 1805 
to 1809, in place of having to send gold to foreign 
countries, it was entitled to receive from these foreign 
countries gold to the extent of nearly thirty-seven 
millions sterling, and this, too, after defraying all go^ 
vemment expenditure abroad ! It may be asked, 
how then it should have come to pass that in place of 
gold to extent of thirty-seven millions flowing immedi- 
ately into Britain, nearly all the gold in that country 
should have flowed out of it ; and the answer implied 
in the report is, that it was all owing to the excessive 
issues of Bank of England notes! though they have 
not deemed it necessary to explain the exact mode 
of operation. 

Had their investigation extended a little further 
back, and embraced a wider range, they would 
have discovered that custom-house reports of ex- 
ports and imports were very unsafe guides ; as, by 
reference to documents that had been laid before 
Parliament, it would have been seen that between 
the years 1700 and 1800 the total declared value of 
the exports from the United Kingdom exceeded the 
declared value of the imports by no less a sum than 
three hundred and forty-eight millions sterling, — ^gold 
and silver to which amount should, according to their 
notions, have been imported into this country in 
payment of the balance, and should have been in 
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existence in this country in beginning of the present 
century. The difference between that and the real 
state of matters was sufficient to shew how little 
worthy of dependence such documents were in these 
days; and the experience of any one who has had 
opportunity of observing how they have been pre- 
pared in more recent times^ must equally have served 
to satisfy him that, for any purpose requiring a near 
approach to accuracy, the statements of exports 
published by the custom-house are altogether value- 
less : not from any want of capacity on the part of 
the officials, but from the inaccurate information on 
which their statements are based. Such, at least, I 
know to have been the case twenty or twenty-five 
years since, when I had occasion frequently to inspect 
Liverpool custom-house manifests; and the compari- 
son of their entries, with the actual description of 
the shipments enumerated in them, shewed that the 
particular kind of goods stated as contained in 
packages of any given mark, were at least as often 
wrong as right, and that plain cottons were put in place 
of printed cottons, cotton yarn in place of canvas^ 
woollens in place of linens, &c., in utter confusion ; 
the values put upon them being equally erroneous, 
the entries being passed at the custom-house chiefly 
by young men, who seemed to consider it as quite 
unimportant whether the description of the contents 
of any series of packages was correct or not. Such 
evidence must, therefore, be held as altogether insuffi- 
cient to overturn the dictates of reason, which clearly 
shew that no excess of issues of bank-notes can have 
any effect in causing an export of gold, unless the 
exchanges be at the time imfavourable to the 
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country where they have taken place, though that 
excessive issues of bank-notes, by exciting speculation, 
have a tendency to raise prices, and lead to an unfa- 
vourable balance of trade, is denied by very few. 

The committee believed that the rise in the price 
of gold was the immediate result of the increase in 
the issues of the Bank of England ; and some who 
have treated of the subject since then, have spoken of 
it as a matter beyond question, that a uniform pro- 
portion existed between the increase of their issues 
and its price. How far this theory is borne out by 
facts, may be inferred from the following :- 

During the latter part, and for some time after 
the close of the American war, during the years 
1781, 1782, and 1783, the price of foreign gold rose 
from £3, 17s. 6d. to £4, 2s. 3d. per ounce, and the 
price of dollars from 6s. 4^. to 6s. 11^. per 
ounce, while the Bank of England notes in circula- 
tion were reduced between March, 1782, and Sep- 
tember, 1782, from £9,160,000 to £6,996,000, being 
a diminution of more than one-third, and continued 
(with occasional variations) at such reduced rate 
until December, 1784 ; and the price of gold fell to 
£3, 17s. 6d., and of dollars to 6s. 1^. per ounce, 
by 26th February, 1787, the amount of bank-notes 
in circulation being then increased to £8,688,000, 
shewing that the price of gold depended in no 
degree on the extent of the bank's issues, but was 
regulated solely by the demand for it, that again 
being regulated by the state of the foreign ex- 
changes. 

In end of the year 1800, the price in London of 
gold, legally exportable, was £4, 6s. per ounce, the 

o 
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circulation of Bank of England notes being then 
£16,844,000 ; while in 1806, the circulation of the 
Bank of England having increased to £17,871,000, 
the price of gold fell to £4 per ounce, and would 
have fallen still lower had not the directors of the 
Bank of England bought up at that price all that 
came into the market, — ^they being, from 1806 to 
1808, the only buyers; the reason of the high price 
in the one case being, that the exchanges were un- 
favourable, and gold, consequently, was in demand; 
and of the low price in the other case, that the ex- 
changes were favourable, and gold, consequently, was 
not in demand. On 31st August, 1807, the amount 
of Bank of England notes in circulation being 
£19,678,360, the price of gold was £4 per ounce. 
By 31st August, 1808, the bank's circulation had 
diminished to £17,111,290, and in face of this dimi- 
nution, the price of gold rose to £4, 10s. per ounce. 

In beginning of 1809, the exchanges being un- 
favourable, the price of gold rose to £4, lis. per 
ounce, the circulation of the Bank of England being 
then £18,643,000 ; while in end of 1810, the circu- 
lation of the Bank of England having increased to 
£24,446,176, the price fell to £4, 4s. 6d. per ounce, 
because the foreign exchanges had become favour- 
able. 

In end of 1813, the exchanges being unfavourable, 
the price of gold was £6, lOs. per ounce, the circu- 
lation pf Bank of England notes being £24,107,446 ; 
while in August, 1814, the circulation of the Bank of 
England having increased to £28,417,796, the price 
fell to £4, 4s. per ounce, as before, because the fo- 
reign exchanges had become favourable, — ^their having 
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become faronraWe being again the consequence of a 
return of peace in May, 1814* But no sooner did 
intelligence reach this country, as it did in March, 
1815, of the landing of Ifapoleon in France, than 
the price of gold rose at a bound to £6, 6s. per 
ounce, the exchange falling in a similar proportion. 
Without any change in other respects, the currency, 
according to the notions of the poUtical economists^ 
became at once depreciated, and so continued till 
the battle of Waterloo restored peace to Europe, 
when the depredation immediately ceased, the ex- 
changes rose, and gold fell to £8, 18s. 6d. per ounce, 
the issues of the Bank of England having increased 
from £24,801,000 on 28th February, 1814, to 
£27,248,670 on 31st August, 1816. 

These facts do not prove that the price of gold 
rose as the Bank of England's issues increased, and 
fell as they diminished ; but they shew that it rose 
and fell without the slightest reference to these issues, 
— ^the real cause of its fluctuations being evidently the 
balance of trade, or payments, between this and fo- 
reign countries. 

From the detail now givea of the arguments made 
use of to prove that the high price of gold during 
the period of the bank restriction was not the conse- 
quence of unusual demand, I think it must appear to 
every unprejudiced mind that they are of a singularly 
inconclusive character ; that they indicate a very re- 
markable confusion of ideas, and an ignorance of the 
principles which regulate the exchangedite value of 
commodities, truly wonderful in a commercial coun- 
try; that whatever the cause of that high price 
may have been, the arguments in question throw 
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very little light upon it; and that there seems 
very strong reason for believing that the occasional 
high price of gold was as really the result of a 
change in the relation between the demand and the 
supply, as Mr Tooke has shewn to have been the 
case with the occasional high prices of other com- 
modities. 
# 

As regards the general management of the issues 
of the Bank of England during the period under 
review, there seems to have been a singular want of 
harmony between the views of the Bullion Com- 
mittee and those of the bank directors who were 
examined before them, — ^the former appearing to have 
had little respect for the lessons of experience, while 
the latter professed to be guided by them entirely. 
They agreed in thinking that to attract gold to this 
country was a thing of vital importance, but they 
differed entirely as to the means to be used for that 
end. 

The Bullion Committee considered that the bank 
directors should have regulated the extent of their 
business exactly as the exchanges might happen to be 
favourable or unfavourable ; that they should have 
enlarged their discounts when they were favourable, 
and confidence was high ; and that they should have 
contracted their issues when they were unfavourable, 
and confidence low; and they considered that by so 
doing, the presence of the wished-for metal would 
be most effectually secured. The bank directors 
knew from experience that this was not always the 
surest means of attaining that object. They knew 
that, in 1793, when the stringent measures they 
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adopted to contract their circulation had utterly 
failed to bring back the gold that had been with- 
drawn from their treasury, no sooner had the 
government measure for advancing Exchequer Bills 
come into operation than gold flowed in upon them. 
The experience of the year 1797 taught the same 
lesson; and all their observation had tended to 
produce the conviction that there was not even the 
most remote connexion between the amount of the 
bank's circulation and the state of the foreign ex- 
changes ; and that, accordingly, a contraction of its 
circulation, with the view of its having any imme- 
diate influence on the exchanges, was as unpromising 
a step as could well be adopted. 

They had seen that, in the year 1782, the circula- 
tion of the bank was reduced, in the space of six 
months, from £9,160,000 to £6,996,000, and that 
in the face of that reduction, to extent of about 30 
per cent., the exchange with Hamburgh fell from 
34:S. Id. to 31s. 6d., being a fall of about eight per 
cent. ; so that £l, from being worth 34s. Id., fell to 
be worth only 31s. 6d. in Hamburgh money. 

They had seen that, between December, 1784, and 
February, 1787, the bank circulation was increased 
from about £6,000,000 to £8,688,000, and that in the 
face of that increase the exchange with Hamburgh 
rose from 31s. 6d. to 34s. 6d. ; so that £1, from being 
worth only 31s. 6d., came to be worth 34s. 6d. 

They had seen that, in February, 1787, the 
bank's circulation was £8,688,000, and that by 
February, 1791, it had increased to £11,699,000^ 
in addition to which, coined gold, to extent of 
£10,704,000, was added to the circulation; in the 
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face of which increase of notes and addition of coin^ 
the exchange with Hamburgh rose three per cent. 

They had seen that, in 1795, the average cir- 
culation of Bank of England notes was about 
£11,497,000, and that on 26th February, 1797, 
it had been reduced to £8,640,000, during which 
period the exchange with Hamburgh fell from 36s. 
to 35s., being about three per cent. ; and that by 1st 
February, 1798, it had been increased to £13,397,000, 
during which time the exchange rose to 38s. 2d., 
being about nine per cent. 

They had seen that, in 1801, the average circula- 
tion of Bank' of England notes was £16,169,550, 
which by 1805 had been steadily increased to 
£17,871,000, and that, in the face of that increase, 
the exchange with Hamburgh rose from 29s. 8d. to 
36s» 8d., being a rise of about eighteen per cent. ; 
BO that £1, from being worth only 29s. 8d., came to 
be worth 35s. 8d. 

And in November, 1809, the bank's circulation 
was about £18,000,000, which, by September, 1810, 
had increased to about £24,500,000, in the face of 
which increase of about six and a-half millions, or 
thirty per cent^, the exchange with Hamburgh rose 
from 28s. 6d. to 31s. 9d. ; so that, in place of being 
less valuable, through the increased issues of the bank, 
the currency of that country had, to adopt their phrase- 
ology, become more valuable, — ^£1, worth, during the 
time of extended circulation, only 28s. 6d., having, 
aftet the circulation had been increased thirty per 
cent., come to be worth 31s. 9d. in Hamburgh money. 

Such an unvarying discrepancy between the 
amount of the bank's issues and the rise and fall 
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of the foreign exchanges, was sufl&cient to satisfy the 
bank directors of the utterly erroneous character of the 
theory of the Bullion Committee, which traced all va- 
riations in the exchanges to corresponding variations 
in the currency ; and, besides, no one capable of consi- 
dering the matter with an unprejudiced mind, could 
fail to see that the balance of trade and payments was 
the sole regulator of the exchanges. But the balance 
of trade being against a country does not necessarily 
imply that its imports have been greater than its ex- 
ports. It only shews that the amount it has to pay 
to foreign countries is greater than the amount it 
has to receive from them ; and it makes no differ- 
ence as regards the exchanges, whether that arises 
from its having imported more largely than it has 
exported, or whether the proceeds of the goods sent 
abroad have been allowed to remain abroad, by being 
invested in foreign securities, or by being lent to 
foreign merchants or agriculturists, or by being used 
for defraying government expenses, or subsidising 
foreign powers. All this, however, the Bullion Com- 
mittee were unable to see, — ^their views on the subject 
of exchange having been singularly vague. They 
seem actually to have imagined that an unfavourable 
balance of trade could be adjusted by bills as well as 
by bullion, and to have received with implicit faith 
the evidence of two of the witnesses they examined, 
to the effect that gold was brought from the West 
Indies solely because it was more advantageous to 
import it than bills, and that it was dear in this 
country, only because it was more profitable to 
export it than bills — ^forgetting that bills must repre- 
sent something, and that if the witnesses in question 
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had made their remittances in bills^ some one else 
must have remitted bullion to provide for payment 
of them^ and the extra profit made by sending bul- 
lion rather than bills^ consisted simply of the profit 
which the party from whom they might have bought 
bills would have required to remunerate him for the 
trouble of drawing them and remitting bullion to 
meet them. 

That the '^ coming and going of [gold] depends 
wholly on the balance of trade/'* was correctly re- 
marked by Mr Locke; but with reference to this 
passage^ Mr Henry Thornton, a member of the Bul- 
lion Committee, apparently in exact accordance with 
the principles entertained by them, comments as fol- 
lows: — ^*The errorwhich I consideras encouraged and 
supported by this passage of Mr Locke, (and much 
similar language is to be found in other writers,) is 
this — ^the passage implies that it is the comparative 
state of our exports and imports which regulates the 
exchange, and not at all the state of the exchange 
which regulates the comparative state of our exports 
and imports. It leads us to suppose that an unfa- 
vourable balance of trade, (that is, the excess of the 
goods imported above those exported,) is exclusively 
the cause, and that the bad state of the exchanges 
is altogether the efiect;"t — a supposition as to the 
soundness of which, though he thought it an error, 
no intelligent merchant can feel the slightest doubt. 
He then proceeds to observe that, "when persons 

* " Further Considerations concerning Raising the Value of 
Money.** 

t ** An Inquiry into the Natxire and EflTects of the Paper Credit of 
Great Britain." By Henry Thornton, Esq. London, 1802, p. 276. 
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abroad, wishing to sell bills on England, are more 
numerous than those who are disposed to buy them," 
[that is, when the bills on London oflfering for nego- 
tiation or sale are in excess of the demand,] "the 
price of bills must drop; and it must continue to 
fall, until it becomes so low as to tempt some indivi- 
duals to become purchasers of them." But here Mr 
Thornton seems entirely to have lost sight of the 
fact, that the existence of an excess of bills on 
England necessarily pre-supposes the existence of a 
balance of trade against her; and that the reason 
why there came to be more sellers than buyers of 
bills on England is — ^not that her currency is either 
depreciated or redundant, but — ^that she has sent to 
the foreign country a smaller value of goods than 
she has received, or is about to receive from it; or, if 
she has sent a larger value, then that part of the 
proceeds has been allowed to remain abroad, for in- 
vestment in foreign securities, or in loans to private ' 
individuals, or in defraying the foreign expenditure 
of government; or of absentees, or in subsidies to 
foreign powers; and that she has to pay to that 
country the difference between the amount, or the 
balance of the amount, payable to her for her ex- 
ports, and the amount payable by her for her im- 
ports; or, in other words, that the exchange is 
against her. If the markets of that country are in 
want of British goods, the unfavourable exchange 
will encourage their export ; but if not, then gold 
will go to adjust the balance. He says the price of 
the bills " must continue to fall, until it becomes so 
low as to tempt some individuals to become pur- 
chasers of them;" and the least fall that can tempt 
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individuals to become purchasers of them^ will be a 
fall to a point at which the premium will serve to 
cover the expense of sending gold from London to 
the country in question. Thus, when one hundred 
ounces of gold in Hamburgh will purchase a bill on 
London for a sum which will give its holder there 
the command of one hundred and four ounces of 
gold, which, after defraying freight, insurance, inte- 
rest, and other charges attending its transmission to 
Hamburgh, would leave one hundred and one (or, it 
might be, even one hundred and a-quarter) ounces, 
delivered in that city, then the profit of one per cent, 
(or one-quarter per cent.) might afford sufficient 
inducement to some one to buy the bills^ and bring 
back gold to cover the advance made in the purchase. 
But Mr Thornton, and the other members of the 
Bullion Committee, seem entirely to have forgotten 
that such things cannot be unless the exchange is 
unfavourable ; that is, the balance of trade must be 
against Britain, before the bills drawn upon that 
country can be in excess of the amount to be remit- 
ted to her. If amount of depreciation in her cur- 
rency will have any effect in causing bills to be drawn 
upon her, so long as the balance of trade is in her 
favour. 

I have just said that the least fall that can tempt 
parties to become purchasers of the bills in question, 
is a fall to a point at which the premium is sufficient 
to cover the expense of importing gold fi'om London 
to the place where the bUls are presumed to be 
bought. This must be understood with some limi- 
tation — ^first, as to the purchasers, who are meant to 
be those who have no remittances to make, and who 
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ouy the bUls only for the sake of the profit to be 
made^ through the extra quantity of gold to be ob- 
tained from them^ as compared with what is paid 
for them ; and, second^ as regards the proportion of 
bi]ls offering for sale^ as compared with the demand 
for them, which will determine whether a less fall 
than that spoken of may not be sufficient to induce 
purchases. I have presumed that bills are offering 
for sale, without any co-existing demand, — ^that being 
the only condition under which a less fall cannot be 
sufficient to induce purchases. But if the demand 
for bills on London be to an extent approaching in 
any degree to the amount of bills offering for sale^ 
then a premium equal only to a very small part of 
what would serve to convey gold from London to 
Hamburgh may be quite sufficient to induce parties 
in the latter city to buy the bills offering, and in 
their capacity of bill merchants to make profit on 
the transaction. Thus, let us suppose that, at any 
given time, there are parties in Hamburgh offering 
for sale biUs on London to the extent of £100,000, 
while the whole amount owing by other Hamburgh 
merchants to London, and which they are under 
obligation to remit to that city, is only £90,000, 
then, to adjust the balance of debt, gold to the value 
of £10,000 only will require to be conveyed from 
London to Hamburgh. If we assumethat onepercent., 
or £lOO, will cover the expense of so conveying it, 
then a premium of one-tenth per cent, on the whole 
bills offering for sale (one-tenth per cent, on £100,000 
being £100) would be sufficient to compensate the 
purchaser of them, supposing them all to be sold to 
one merchant, for the charges incurred in bringing 
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across the £10,000 required to adjust the balance 
between the two countries, and all the premium he 
obtained for cashing them, beyond one-tenth per cent., 
would be gain to him — the meaning of the term 
*' cashing them,*' being the giving in exchange for the 
bills an amount of gold equal to the amount they 
will serve to command in London, less the premium 
of exchange allowed for so doing. 

There was another very simple matter connected 
with the subject of exchange, their ignorance of 
which led the Bullion Committee to most erroneous 
conclusions. They assumed it as a principle, that 
in a sound state of the currency the exchange could 
never fall lower than was required to cover the ex- 
pense of conveying the precious metals from the one 
country to the other ; and finding that the exchanges 
had in many cases fallen under that limit, they at 
once concluded that depreciation of the British cur- 
rency must be the cause of the additional fall. Their 
principle was quite just, as regards bills bought or 
sold in the debtor country. Thus, London being 
indebted to Hamburgh, no one in the former city, 
desiring to remit money to the latter, would ever 
give a premium for a bill on it much in excess of 
what would be required to cover the expense of 
sending across gold. But as regards bills bought or 
sold in the creditor country, these principles are 
utterly erroneous — there being scarcely any limit to 
the extent to which the exchange may sink under 
what they fancied to be its lowest point. If we take 
the case of a British merchant or supercargo in Ham- 
burgh, Pernambuco, or Shanghae, seeking to dis- 
pose of bills on London, the price or proceeds of 
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which he means to invest in the purchase of a cargo, 
it will at once be seen that the discount he may be 
necessitated to give to induce the purchase of his 
bills is in no way limited by the expense of convey- 
ing gold or silver from this country to the port at 
which he offers them for sale. In such a place as 
Hamburgh, where there are merchants of large 
capital; trading almost exclusively in bills, the price, 
except under unusual circumstances, could not (the 
bills being presumed to be of undoubted character) 
fall much below the point in question. But in the 
very extraordinary circumstances under which the 
trade of Britain in the beginning of the present cen- 
tury was conducted, the discount on bills on this 
country, sold even in the ports of the Baltic and in 
Hamburgh, was often far beyond the limit just 
spoken of, exactly as it is in the present day in more 
distant places. Thus, while Spanish dollars, at par, 
are worth only 4s. 2d. sterling, we frequently find 
that in China a dollar will serve for the purchase of 
a bill on London which will give its holder the com- 
mand in Britain of ds. or 5s. 6d., indicating a dis- 
count of 20 or 30 per cent., being nearly ten times 
the expense of conveying dollars from London to 
China. And so, during the early part of this cen- 
tury, British bills were frequently sold in the conti- 
nental ports at prices indicating a discount much 
beyond what was required to cover the expense of 
conveying gold or silver to these ports from London. 
The reason why parties in China give such discount 
for the cashing of their bills is the very simple one, 
that the amount of bills offering for sale is in excess 
of the demand, which necessarily lowers the price, and 
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that their anticipations of profit from the import into 
the destined market of the goods or produce in which 
thej are investing the proceeds, are such as to in- 
duce them to sell their bills at the low price at which 
alone they find it practicable to secure purchasers. 
And the reason why, fifty years since, British mer- 
chants or supercargoes, in the ports of the continent, 
sold bills on this country at the low prices spoken 
of was, in like manner, that their anticipations of 
profit were high, which induced them to sell at a low 
price, that price being depressed through the diffi- 
culties that attended their negotiation, — ^^ many more 
bills having to be sold than could be taken by per- 
sons requiring to make payments in England, while 
the communication by letters being also very difficult 
and uncertain, middle-men were not to be found, as 
in usual times, to purchase and send such bills to 
England for returns : and no suit at law could be 
instituted in the courts of justice there against any 
person who chose to resist payment of a returned 
bill, or to dispute the charges of re-exchange."* But 
no one ever now imagines that the fact of bills on 
Baring or Brown, or, it may be, the Bank of Eng- 
land, being sold in China at a discount of twenty 
or thirty per cent., indicates depreciation in the cur- 
rency of Grreat Britain ; and equally Uttle did the 
fact of bills being sold abroad during the period of 
the bank restriction act, at a discount less than that 
now quoted, affi>rd any valid ground for suspecting 
that depreciation existed then either. 

The report of the Bullion Committee is a produc- 
tion which has met with no ordinary amount of 
* Bullion Report, Minutes of Evidence, page 68. 
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praise and of censure ; but I fear the progress of 
sounder ideas on the subject of currency cannot fail 
to lessen its reputation, — exhibiting, as it does, on the 
part of those by whom it was sanctioned, a lament- 
able want of independence of judgment, and an utter 
surrender of intellect to the authority of the political 
economists. It is satisfactory, however, to think, 
that during the last forty-five years, the world has 
made some progress in the science of currency, as 
well as in most other branches of human knowledge; 
and no one can read the report issued by the com- 
mittee of the House of Lords on the commercial 
distress of 1847, and fail to observe the [more 
thorough comprehension of the subject evinced by 
the latter, as compared with the former report. The 
two committees may have been composed respec- 
tively of men of equal capacity and of equal sincerity 
in their search after truth ; but they differed in this — 
that the more recent committee appear to have 
conducted their investigations without previous bias, 
and with minds prepared to follow wherever the facts 
laid before them might lead to ; while the members 
of the former seem to have resigned their reasoning 
faculties to the dogmas of political economy, and to 
have conducted their inquiries under the conviction 
that they had already attained the truth, and with 
a determination that the evidence brought forward 
should be moulded in accordance therewith. 

The confession of faith economical* (as the report 
may be termed) of the Bullion Committee was a 
capacious one, and it would be difficult to find 
elsewhere, within the same compass, the enunciation 
of so many opinions at variance with sound reason. 
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They believed that the price of any article (say 
gold) could not be high in one country, and at the 
same time be low in another country, with which 
war had stopped its intercourse. 

They believed that an article, however much its 
price might have risen, could not be really scarce, so 
long as people with money in their pockets could get 
all they wanted of it. 

They believed that the exchange could be in favour 
of London and against Hamburgh, and at same time 
gold flow from the former to the latter city. 

They believed that the prosperity of a country 
is to be promoted by showers of money, when 
mutual confidence among merchants is high, and by 
sudden contraction in the supplies of it when confi- 
dence is low. 

They believed that an unfavourable balance of trade 
between two countries — the one of which had trans- 
actions with no country except the other — could be 
adjusted by bills as well as by bullion. 

They believed that in place of the balance of trade 
determining the rate of exchange between two coun- 
tries, the rate of exchange regulated the comparative 
state of imports and exports. 

They beUeved that the fact of a British merchant 
in a foreign port disposing of bills on London at a 
discount greater than was required to cover the ex- 
pense of sending gold from London to that port, 
afforded indubitable evidence that the cuiyency of 
Great Britain was depreciated. 

And we may be pardoned for supposing that, if 
they could have foreseen that such vagaries would 
thereafter be announced by political economists, they 
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would also have believed, with Mr James Mill, that 
the loss of the trade of a colony is of no importance to 
the merchants of the mother country, (monopoly 
being absent,) because they make ordy the ordinary 
profits of trade by it !* and have received with im- 
pUcit faith that crowning absurdity, that unparal- 
leled puerility of Mr David Bicardo, that one pipe 
of wine, of given quality, must, in the same market, 
and at the same time, be as valuable as two pipes of 
wine, of the same quality^ if the one cost as much as 
the two ! ! f 

It is difficult to read the report of the Bullion 
Committee without having painfully brought to one's 
mind the reflection, how apt men, even of superior 
intellect, are to fall on the quicksands of absurdity, 
when, casting overboard the compass of common 
sense, they adopt as their guiding star the ignis 
fatuus of political economy. 

The bank directors had no respect for the theo- 
retical notions of the BuUion Committee, and they, 

* << If it be Baid that the colonies afford a market^ I reply that the 
capital which supplies commodities for that market would still pre- 
pare commodities if the colonies were annihilated ; and these com- 
modities would still find porcbasers. There is, therefore, no advan- 
tage whatsoever derived, imder freedom of competition, from that 
part of the trade with a colony which consists in supplying it with 
goods, since no more is gained by it than such ordinary profits of 
stock as would have been gained if no such trade had existed."-* 
Elements of Political Economy. By James Mill, Esq. London, 1821. 

t ** As the value of all foreign goods is measured by the quantity 
of the produce of our land and labour which is given in exchange for 
them, we should have no greater value, if, by the discovery of new 
markets, we obtained double the quantity of foreign goods in exchange 
for a given quantity of ours," &c. — Principles of Political Economy 
and Taxation. By D. Bicardo, Esq. London, 1817, p. 146. 

P 
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in return^ deem to hare had an equally low opinion 
of the rule by which the bank directors professed to 
be guided in the management of the circulation^ 
which was, that " there could be no possible excess 
in the issue of Bank of England paper, so long as 
the advances in which it was issued were made in 
the discount of mercantile bills of undoubted solidity^ 
arising out of real commercial transactions, and pay- 
able at short and fixed periods,'* — a doctrine pro- 
nounced by the Bullion Committee to be " wholly 
erroneous in principle, and pregnant with dangerous 
consequences in practice.'* 

The directors said, the " bank never forces a note 
into circulation, and there will not remain a note in 
circulation more than the immediate wants of the 
public require ; " and, again, " the bank-notes would 
revert to us if there was a redundancy in circulation, 
as no one would pay interest for a bank-note that he 
did not want to make use of." They were right 
when they said that there would not remain in cir- 
culation a note more than the wants of the public 
required ; and they were also right when they added, 
that no one would (that is, willingly) pay interest for 
a bank-note that he did not want to make use of. 

They saw, and, as is now acknowledged by all 
intelligent bankers, they saw correctly, that no 
eflforts on their part could keep in circulation an 
amount of notes greater than was rendered absolutely 
necessary by the amount of business to be transacted 
by means of them ; but when they said that no one 
would pay interest for a bank-note that 'he could 
make no use of, they entirely overlooked the fact 
that, though no one wouM do so, if he could help it. 
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it was done^ notwithstanding^ to an enormous extent, 
— an extent indicated in a small degree by the 
amount of deposits constantly lying in their safe, but 
to a far greater, though unknown degree, by the 
amount of their notes lying in the safes of private 
banks in England^ and private and joint-stock banks 
in Scotland, which notes were all yielding interest to 
the Bank of England, while they were utterly un- 
productive of any to the banks or private individuals 
by whom they were held^ If the bank directors had 
completed their sentence by the addition of a few 
important words; had they said — ^*'The bank-notes 
would revert to us if there was a redundancy, as no 
one would pay interest for a bank-note that he did 
not want to make use of, when, by depositing it in 
the hank he would at once he relieved from the burden 
cf paying interest for it, by receiving credit for interest 
upon it, at the same rate which we charged to him, 
whoever he may have been, to whom it was issued,** — 
their doctrine would have been impregnable. But 
it contained no such clause. They had the pleasant 
conviction that the more notes they could get people 
to apply for, the larg^ would be the balance at 
credit of ^^ interest account" in the bank ledger at 
the end of each year ; and so they were quite willing 
to keep, without making any charge for so doing, 
whatever quantity of their notes the holders (unable 
to find employment for them) might wish to place in 
their safe custody. But it did not occur to them that 
the interests of the country might have been betieflted 
by their allowing interest on their deposits ; or if it 
did, the id^a would at once be r^ected, as one the 
acting on which would have interfered materially 
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with the enlarged dividends, which a few years' ope- 
ration of the restriction act enabled them to pay 
to their shareholders^ which, since the year 1720, 
had never exceeded seven per cent, per annum, but 
which, after the passing of the restriction act, were 
raised to ten per cent, per annum, (in addition to 
a bonus of twenty-five per cent, declared in the year 
1816,) at which it continued till a return to specie 
payments took place ; the price of bank stock hav- 
ing, in like manner, risen from £115, in 1797, to 
£288, in 1809.* In case, however, I should be ac- 
cused of misrepresenting the meaning of the words 
made use of by the bank directors, it may be well 
for me to state that I believe the meaning that 
they desired should be attached to them was this, 
that those who had got notes which they could not 
make use of themselves, would at once throw them 
into the loan market, and so prevent borrowers from 
applying to the bank ; and that if they did not do 
so, but, on the contrary, deposited them in the bank, 
there to lie without interest, it was to be assumed 
that that was the way in which they deemed it best 
to employ them. All, however, that the fact of their 
depositing them there really shewed was merely 
this, that, from over caution, or some other reason, 
they were not disposed to hazard their money by 
placing it in the description of securities they could 
obtain ; but this did not make it a just or proper 
thing that the Bank of England should increase its 
profit, by deriving interest from an amount of notes 
in excess of what was required to supply the neces- 
sary circulation of the country. They forgot, too, 
• Francis's " History of the Bank of England." 
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that only a small part of their issues was made in 
discounting mercantile bills^ and that by far the 
largest portion of them was made in loans to govern- 
ment^ and in payment of dividends due on govern- 
ment debt : but the real defect of the system which 
prevailed then, as of that which still prevails, was, 
the entire absence of absorbing power; and had that 
been present, the circulation would have continued 
free from redundancy and free from depreciation, 
whiether the bills on which their notes were advanced 
were bills of " undoubted solidity/' or of the most 
aerial character, and whether they were payableat short 
dates, or at the Glreek Kalends. In so far as the proba- 
bilities of payment, and consequent banking profits, 
were at stake, the solidity of the bills, and the shortness 
of their dates, were most essential considerations; but 
in so far as the mere currency was concerned, they 
were utterly unimportant ; and I have, accordingly, 
no hesitation in affirming, that, under a properly 
regulated currency system — ^that is, a system which 
should regard money only as the instrument of ex- 
change, which should provide it only in so far as 
necessary for the due discharge of that function, and 
which should so arrange that, whenever it ceased to 
be required for that, it should at once return to the 
source from which it issued, that instant ceasing to 
be a subject of loss to one, or profit to. another — 
depreciation would be impossible ; and, due allowance 
being made for the effects resulting from changes in 
the relation between supply and demand, prices 
would remain for ever unaltered. 

It may be supposed by some that injudicious 
application of capital to speculative purposes might 
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have the effect of permanently raising prices of the 
commodities on which it was expended. 'So more 
complete delasion ever existed. Monopoly may 
permanently raise prices to any extent^ but specu* 
lation^ without monopoly, never can. Speculation 
may raise them for a time, but the extent to which 
they may be advanced, so long as it continues, will 
be exadtly balanced by the hXL which succeeds its 
collapse, and the average price will be exactly that 
which would have been the average price had it 
never existed — ^that is, high if the supply is 
exceeded by the demand, low if the demand is 
exceeded by the supply. The relative prices of all 
things are regulated by that unchangeable law of 
nature, shortly called ^' The law of supply and de- 
mand.'' Prices may be raised by speculation, but 
in so far as their rise is caused by speculation, in 
exactly the same degree will their subsequent fall be 
caused by it. The principle of supply and demand 
is that which, in the long run, regulates the prices of 
all commodities ; and I believe there is nothing of 
the truth of which we may feel more fully assured 
than this, that the average price of any article, not 
the subject of monopoly, during a series of years, 
cannot be in any way idfected by speculation being 
directed to it. If speculation raises the price^ it 
will check the consumption, and encours^e in«- 
ereased production, stocks will accumulate^ the 
speculation will fail, and the heavy stock will induce 
the acceptance of lower prices; so that, in the end, a 
given amount of the article will have exchanged for 
neither more nor less of money, or other commodities, 
than it would have exchanged for if no one bad 
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ever bought^ at one time^ mdre than one month^B 
Bupplj of his consumption of it. 

In conclusion, we have seen that, during the 
period embraced in the continuance of the bank 
restriction act, the currency was, as held by Mr 
Tooke, always (after the first few years), to a greater 
or less extent, depreciated, if gold be taken as the 
standard; but if gold be not taken as the standard, 
and it was not generally looked to as the standard 
during the period in question, nor does there seem 
any good reason why it should be looked to as 
having been such, then there is nothing to lead to 
the conclusion that any depreciation of the currency 
existed. 

If the inquiry be, " "Was the currency depreciated 
with regard to what it was (that is, were prices in 
general higher than they were), for ten or for 
twenty years before the restriction act came into 
operation ? " I think the answer we should be 
warranted in giving would be, that it was not, and 
that if some articles were, on an average, higher 
during the one period than the other, it was the 
result of change in the relation between supply and 
demand, other articles being as much lower. But if 
the inquiry be, ^^Was the currency depreciated, 
tibiat is, were prices higher than they would have 
been, had the government of Great Britain made 
the insane attempt to nuUntain a convertiUe cur-^ 
rency ?. '' then I think the answer is equally evident, 
that during a considerable part of the period in 
question they were very much higher than they could 
hftve been under a systwi of convertible notes, and . 
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that such system could not by possibility have been 
maintained without such contraction^ during the 
time when the exchanges were unfavourable^ as 
would hare reduced prices of everything to one-half 
or one-fourth of what they were under the system 
actually adopted. 

I have, in course of the foregoing observations, 
alluded to the extreme vagueness of meaning at- 
taching to the expression, '^ depreciation of currency/' 
as generally used ; and I have now to add to what I 
said before, that I am inclined to question altogether 
the accuracy of the phrase, and to propose for con- 
sideration whether the word "depreciation" can 
properly be used with reference to any currency 
which has for a long series of years consisted chiefly 
of money issued by banks on loan to parties giving 
security for its repayment, and paying interest for 
the loan of it. Where money is created by govern- 
ment, and issued by it, not on loan, but in pa3nnent 
of the wages of its servants, or of the commodities 
required in the carrying on its operations, then it is 
manifest that depreciation may ensue, and that the 
only limit to that depreciation will be the extent to 
which the issues may be carried, the depreciation of 
the currency and consequent rise in prices of com- 
modities being in exact accordance with what was 
laid down in the beginning of Chapter 11., where an 
illustration was given of the effects of an addition to 
the currency of an imaginary island, in which the 
practice of lending at interest was unknown. But 
when all, or nearly all, the currency of the country 
is issued by banks to borrowers on loan, and has 
continued during a long series of years to be so 
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issued, then I am pretty mucli inclined to believe 
that it is no longer liable to depreciation; that an 
erpansion of it is no longer capable of affecting 
prices of commodities, except in so far as it may 
stimulate speculation, and so lead, indirectly, to 
their advance ; and that, in fact, it has come to be 
an " arbitrary scale of equal parts, invented for mea- 
suring the respective value of things vendible, . • . 
performing the same office with regard to the value 
of things that degrees, minutes, seconds, &c., do 
with regard to angles ; or as scales do to geogra- 
phical maps, or to plans of any kind ;"* or, in other 
words, that it has become almost a scientific cur- 
rency, and requires nothing more to render it o/to- 
gether such, than the addition of a isimple provision 
for the absorption of all superfluous issues, the ope- 
ration of which would have the effect of guarding 
against the possibility of redundancy. 

A general notion that such was the chia^racter of 
the currency seems to have prevailed extensively in 
this country during the period in question ; and if 
the view I have now expressed be, as I confidently 
beUeve it is, a correct one, then it would appear that 
the currency had very nearly arrived at the highest 
perfection which any currency system can aim at, 
that is, a currency without value and without a 
standard, which should answer all the purposes of 
money, and yet allow the prices of all commodities 
to rise or fall exactly as they would do under a sys- 
tem of pure barter — a currency which should never 
bo deficient and never be abundant, but shotdd inain- 
tain one uniform and unvarying relation to the ex- 

* Sir James Stewart's Political Works, voL ii., pp. 270, 271. 
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teni of duties it had to diseharge. But it had only 
very nearly arrived at this point ; and the small want — 
namelyythatof an absorbii^ apparatus — ^was so essen-* 
tial to its efficiency, as to constitute nearly the whole 
difference between what I believe to be the most 
perfect system of currency that can exist, and what 
was about as imperfect a currency system as the 
world ever saw, till the progress of time brought into 
being the currency bill of dghteen hundred and 
forty-four. 

1819 TO 1855. 

The opposition* shewn to the currency bill of 1819 
was chiefly inspired by the notion that it would make 
money scarce, and cause prices to maintain a lower 
range than formerly, — a notion supposed^ for the 
time, to derive confirmation from the low prices of 
grain which prevailed during the years 1821 and 
1822. But the real cause of these low prices was the 
abundance of the harvests; and the gamblers, who 
feared that the new currency system would prevent 
that superabundance of money which had so often, 
before, infused life into their speculations, were des* 
tined soon to have their evil forebodings removed, 
and to discover that the new system was still better 
fitted than the one that existed before it for the 
carrying out of their schemes, being more liable to 
change from scarcity to abundance, and from abun- 
dance to scarcity ; and thus better adapted for bring- 
ing about those fluctuations in prices which, it has 

♦ Supra, p. 169. 
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been well observed^ are ^^ always adyanta^ous to the 
knowing man." * 

With the yiew of carrying through arrangements 
for reduction of the interest on part of the national 
debt^ government^ in the year 1822/preTailed on the 
directors of the Bank of England to reduce their 
rate of discount on bills from five per cent., which 
had been, previously, their lowest as well as their 
highest rate, to four per cent., — ^the immediate oon-* 
sequence of which was, to create a spirit of specula- 
tion, and to cause such an advance in the prices of 
all securities, that the five per cent, annuities rose 
to from six to eight per cent, above par, and the 
Chancellor of the Exchequer was enabled to effect a 
reduction to fourper cent, interest on£140,000,000 of 
that stock, with a saving to the nation of £1,122,000 
per annum. And in 1824, he was enabled to esffect 
a further saving of £380,000 per annum by the con- 
version of £76,000,000 of four per cent, into three 
and a-half per cent, annuities. The reduction 
caused, no doubt, much dbtress and great dissatis-- 
faction, — many of the holders of stock demanding 
payment for it, rather than submit to the reduced 
interest offered ; and to meet their demands, the Bank 
of Engkupd made advances to government to extent 
of about £5,000,000. Parties whose means had, to 
a large extent, been invested in the public securities, 
were now, by having their money returned to them 
by government, left with considerable sums unem- 
ployed^ and open to any investment which promised 
a return better than was obtainable from the securi- 

♦ Samuel Gumey, Esq., Minutes of Evidence, No. 1324. Lords* 
B^»eri on Commeroial Disti^ss, 1848. 
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ties they lately held. This, of course, tended much 
to produce a state of feeling favourable to schemes 
of speculation, which was still further promoted by 
the proceedings of the Bank of England, who, with 
the view of getting their notes more extensively into 
circulation, offered to borrowers facilities previously 
unknown in their practice, — ^money being lent on 
mortgage of land, and on deposit of stock, as well as 
on commercial bills ; while they still further increased 
the abundance of money by issuing a large amount 
in the purchase of the dead- weight annuity. 

In the year 1822 an act of Parliament was passed 
extending till 1833 the privilege of the country 
banks in England of circulating notes under £5, 
which, through the additional means it placed at 
the command of these banks, must, doubtless, have 
tended still fiirther to encourage the speculative ex- 
citement which then, and for some time after, pre- 
vailed in a degree unparalleled since the time of the 
South Sea bubble, about a hundred years before. 
Speculations of all kinds were encouraged. No 
scheme, however baseless, that promised large di- 
vidends, failed to secure victims ; but those that stood 
highest in general estimation were companies de- 
signed to work the silver mines of Mexico and Peru, 
and loans to the governments of the newly-established 
South American Eepublics, whose independence of 
Spain had shortly before been recognised by Great 
Britain. From 1822 till 1825 twenty-six foreign 
loans were negotiated, for a sum amounting in all to 
more than thirty millions sterling ; and the nominal 
capital of mining and other companies, established 
during the same time, exceeded four hundred mil- 
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lions. So abundant was monej^ that^ during the 
whole of 1824^ and the first five months of 1825^ 
commercial bills were discounted at the low rate, till 
then unprecedented, of three and sir-half per cent.* 
The condition of the country was one of great appa^ 
rent prosperity; and, in speeches firom the throne, and 
addresses from the Houses of Lords and Commons, 
it formed the theme of imvarying congratulation. 
The exports of 1823 had been on a scale of un- 
equalled magnitude ; but those of 1824 were still 
greater, and the Chancellor of the Exchequer, in 
commenting in the House of Commons on that fact, 
and on the evidence which he fancied it afforded of 
the general welfare of the mercantile community, 
added, triumphantly, that they might '^ safely ven- 
ture to contemplate with instructive admiration the 
harmony of its proportions, and ihe solidity of its 
bcisis" — ^resulting, as he conceived it to do, from the 
admirable currency arrangements of the two preced- 
ing years. 

But early in 1825 symptoms of an approaching 
end to this prosperity began to manifest themselves. 
Foreign markets were glutted with British manu- 
factures ; alarm began to prevail ; orders were sent 
abroad to realise ; goods were forced off at fearful 
sacrifices ; and, large as the exports had been, they 
were not sufficient, or, at least, were not realised in 
sufficient time, to enable them to afford the means 
of fulfilling the various contracts with foreign go- 
vernments, foreign mining companies, &c«, requiring 
payments to be made abroad ; gold had to be sent 
to supply the deficiency ; and, between April, 1825, 
* Lords* Beport, 184a Appendix (C.) 
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and Kovember of the same year^ the stock ia the 
Bank of England was reduced from about ten mil* 
lions to an amount variously estimated at from £500 
to a million and a quarter. Alarmed at this drain^ 
the directors of the Bank of England suddenly dimi- 
nished the circulation to extent of about j&S^SOO^OOO. 
A feeUng of terror was at once produced. As is 
always the case when panic is abroad, money cir* 
culated slowly, tending still further to increase the 
scarcity caused by the proceedings of the bank. 
Bank-notes were not to be obtained, even on the 
highest security ; commercial distress prevailed with 
an intensity surpassing even that of 1793 or 1797; 
merchants of admitted wealth were compelled to sa- 
crifice their property as the only means of raising 
money to enable them to meet their current obliga- 
tions ; and one firm in London, possessing upwards 
of half a million of undoubted securities, was obliged 
to announce its inabiUty to meet its creditors. 

On the 12th of December, 1825, the banking- 
house of Sir Peter Pole & Co., who conducted the 
agency, in the metropolis, of forty-four country 
banks, suspended payment. Many of the banks 
they represented were so closely connected with 
them, that their fall was thought inevitable. Oon- 
fidence in almost all the banks throughout England 
became impaired. Runs were made upon them in 
every quarter, and in the short space of six weeks 
seventy of their number declared themselves unable 
to discharge their liabilities. 

The stock of gold in the Bank of England had 
become so reduced as to render it no longer matter 
of doubt, that if the run continued for a few days 
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more^ its payments must hare been suspended ; the 
gold being required by the country banks for pay- 
ment of the £1 notes^ which then formed a con* 
siderable portion of the circulation of England. 
Under these circumstances^ an increase of their 
issues^ so as to restore confidence^ or an almost 
certain suspension of payments by the bank^ were 
the only alternatives. The directors preferred 
the former; and at once abandoning the system 
of limitation on which they had for some time 
been actings lent money on almost every descrip- 
tion of property offered^ and discounted bills^ 
regardless of the strict rules by which^ in ordinary 
times^ this department of their business had been 
guided. Between 3d and 29th December, the amount 
of mercantile paper under discount in the bank was 
increased from four to fifteen millions, — ^the number 
of bills discounted on one particular day having been 
not less than four thousand two hundred ; and the 
amount of Bank of England notes in the hands of 
the public was increased firom seventeen million four 
hundred and seventy--seven thousand pounds at the 
former, to twenty-five milUon seven hundred thou- 
sand pounds at the latter date. A restoration of con- 
fidence, and a check to the run for gold, was the 
immediate result, — ^the run for gold being still fur- 
ther checked by the fortunate, and apparently acci- 
dental discovery, that a box, containing one-pound 
notes of the Bank of England, still existed on its 
premises. The demand for gold having been one 
not for the supply of foreign wants, but to enable 
the country bankers to meet the payment of their 
small-note circulation, it immediately occurred to 
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the directors that the public might be disposed to 
take them in place of sovereigns. The government 
gave its sanction to the issue of these notes^ which 
were accordingly at once sent forth^ and found to 
satisfy the wants of those demanding payment of the 
local bank-notes as well as gold would have done. 
Within one week of their issue the panic ceased ; and 
out of seventy-three banks which had failed within 
the compass of a months ten were enabled to resume 
payments^ — their suspension having arisen, not from 
want of capital, but altogether from the mere scar- 
city of what the law recognised as money. Gold, 
which, during the continuance of the panic, had been 
extensively hoarded, now left its hiding-places. The 
exchanges — ^to the surprise of those theorists who 
imagined that their being favourable or unfavour- 
able depended on the quantity of Bank of England 
notes in circulation, and who thus expected that the 
enlarged issues of that establishment would prevent 
its return — ^became favourable to this country. Gold 
came to the bank from the interior of England and 
from abroad ; and whereas the stock in their trea- 
sury in December, 1826, was only a very few thou^ 
sand pounds,'*' if even so much, the amount of their 
notes in circulation being at same time only about 
£17,600,000, by February, 1826, the former had 
increased to £10,000,000, while the latter had also 
increased to £24,900,000, 

Soon after this crisis had passed over, a parlia- 
mentary committee was appointed to make inquiry 

* Mr Qumey believed that it was actually redaced to about £600 
or ;£600 ; and it is a well-known fact that the bank was unable to 
cash notes, to amount of ;£16,000, presented by a city banker.— See 
Minutes of Evidence, §2675. Lords* Beport of 1848. 
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into the circumstances that had led to the specula- 
tive excitement of which it was the consequence, and 
a large share of the blame was thrown on the shoulders 
of the country banks of England, who were accused 
of having given an undue impetus to speculation, by 
means of excessive issues, especially of small notes. 

The number of these banks who were compelled 
to suspend payment in 1825 and 1826 (during 
which time not one bank in Scotland failed) proves 
beyond question, that the management of many of 
them must have been distinguished by extreme want 
of caution ; and the probability is, that they aided 
in promoting speculation, as far as the use of their 
own capital, combined with the increase of the pri- 
vilege of issuing paper money, and the injudicious 
employment of their deposits, put it in their power 
to do so : the last of these three — namely, the injur- 
dicious employment of their deposits — ^being, however, 
the real rock on which they were shipwrecked. It 
was generally supposed, even so lately as 1826, that 
the privilege of issuing paper money was one that 
could be rendered available to a great extent ; but 
the progress of more enlightened views on the sub- 
ject of banking and currency has served to convince, 
at least all men of practical observation, that the 
power thus conferred on any bank of promoting 
speculation or raising prices, is extremely limited — 
that no effort of those possessing it can be in the slight- 
est degree effectual in increasing the circulation of the 
country — and that the blunder which the banks that 
fell were truly guilty of, and which led to their down^ 
fall, was (as had been the case with their companions 
in misfortune in 1793, 1810, and 1814 to 1816), 

Q 
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not that of issuing too many bank-notes^ but that of 
tradings to an imprudent extent, on the money of 
their depositors ; — ^the eflfect of their so ov^ertrading 
being, unquestionably, to give an undue impetus 
to speculation among the merchants who drew 
supplies of money from them, and who, when the 
crisis came, held, invested in unsaleable stocks, the 
money that the banks required to answer the 
demands of their depositors. 

But the cause which most powerfully operated in 
starting the speculation of this^ period, was the 
reduction by the Bank of England of her taie of dis- 
count from five to four per cent., combined with the 
increased feicilities of borrowing afforded by that 
institution, — the superabundance of money being 
rendered still more excessive through the paying off 
those government creditors who refused to submit to 
the reduction of interest made in the stock they 
held. However much the country banks may have 
been to blame, we may rest quite satisfied that the 
^ensure cast upon them, for too greatly extending 
their circulation, was unmerited. And we may rest 
equally satisfied of this, that in so far as the specu- 
lation derived its origin or its encouragement from 
undue issues of bank-notes, these notes were the 
notes of the Bank of England, which alone, of all 
the banks in Britain, has the power of keeping (not 
in circulation, but) out one note more than the 
wantis of the community render necessary. 

An enormous amount of distress having beeil 
brought upon all classes throughout England by the 
failure of so many banks, to guard against the recur- 
rence of such evils, by promoting the institution of 
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banking companies of greater means than, generally 
speaking, had previously existed. Parliament resolved, 
in 1826, to repeal the law of 1708, which limited to six 
the number of partners in any banking estabKshment ; 
and it was enacted, accordingly, that thenceforward 
companies, with any number of partners, might carry 
on the business of banking, including the issuing of 
notes, at any place not within sixty-five miles of 
London ; and further, that after 6th April, 1829, the 
issuing of notes for sums less than <£d should cease in 
England. At same time, the directors of the Bank of 
England came to the determination of establishing 
branches in some of the principal towns, — the general 
effect of which must have been to lead to the closing of 
many of the banks which had been carrying on busi- 
ness with insufficient means, and to protect the holders 
of notes from losses sudii as they had so extensively 
suffered in 1793, 1810, 1814 to 1816, and 1826. 

The policy of the measure brought forward by 
government, to legalise the establishment of joint- 
stock banks throughout England, was, at the time, 
called in question, on the ground that, from the high 
reputation and credit such banks were likely to en- 
joy, the public would take their paper with perfect 
confidence — that runs upon them would be almost 
impossible — and that the higher they stood in public 
estimation, the greater would be the danger of their 
contributing to unsettle the currency. It was ad- 
mitted, that so long as their over-issues were un- 
accompanied by corresponding over-issues by the 
Bank of England, no harm could result from them^ 
as their over-issues would, in that case, be immedi- 
ately returned upon them ; but it was supposed that 
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if the Bank of England and they should increase their 
issues simultaneously, their over-issues would not be 
returned upon them^ but that the whole amount of 
over-issues — ^London and provincial — would at once 
be absorbed in the circulation^ — an opinion so ut- 
terly erroneous that one cannot hear without won- 
der that it should have been entertained by men of 
intelligence and talent^ within thirty years of the 
present date. 

The disastrous effects of the panic of 1825 seem^ 
for a time^ to have crushed the spirit of speculation ; 
and during a considerable period thereafter^ it might 
almost be said that none existed. But the great ge- 
nerator of speculation was still in being. A redundant 
currency still floated over the community. Money, 
which, in 1825 and 1826, was unobtainable by those 
possessing the highest class of securities, soon became 
so abundant as to be within the reach of those pos- 
sessing scarcely any security at all ; and, as a neces- 
sary consequence, speculation was once more in the 
ascendant. In 1828, the rate of discount on com- 
mercial bills continued, during the whole year, at 
three per cent. ; and during several months of 1830, 
it fell as low as two and a-half per cent.* Interest- 
yielding securities, of course, rose in price ; and, in 
1830, government availed themselves of that rise to 
reduce to three and a-half per cent, the interest on 
the new four per cent, stocks, formerly reduced from 
five per cent. 

The years 1830 and 1831 were years of great po- 
litical excitement on the continent, spreading through- 
out France, Ifetherlands, Poland, and Germany. 

♦ Lords' Keporfc, 1848. Appendix (C.) 
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There was nothing at this time^ in the state of trade^ 
to turn the exchanges against Great Britain; but 
the political events on the continent creating a de- 
mand for gold^ both for the carrying on of military 
operations^ and to compensate for the slower cir- 
culation of money always observed in communities 
where mercantile confidence is low^ which it always 
must be where political disquietude prevails^ caused 
a rapid drain from the gold in the Bank of England. 
In July, 1830, the stock of bulUon in the bank was 
about twelve millions, fi'om which amount it sank, by 
the end of March, 1832, to five millions. But during 
the time when this reduction was going on, there 
was no alarm excited in the country ; business went 
on quietly, and the only eflfect produced was slightly 
to raise the rate of discount. In 1830, the rate, in 
the open market, charged on commercial bills was, 
during several months, only two and a-half per cent. 
In the end of 1830, in 1831, and in the beginning 
of 1832, it ruled at four per cent., from which, by the 
end of 1832, it gradually sank again to two and three- 
quarters per cent., — a remarkable contrast being thus 
exhibited to what must have been the condition of 
the country, had the regulations afterwards imposed 
by the currency bill of 1844 been then in force ; and 
by which it would have been imperative on the di- 
rectors of the Bank of England to have so contracted 
their circulation as to have rendered a monetary 
panic inevitable. 

In 1833, the charter of the Bank of England was 
renewed till the expiration of one year's notice, to be 
given within six months after 1st August, 1844, fail- 
ing which notice the charter was to be continued till 
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1st Augost^ 1855^ and till expiry of twelve months' 
notice thereafter ; and in this charter it was provided 
that henceforward her notes should be made legal 
tender^ at all places in England^ except at the bank 
and its branches ; that the laws restricting the inte- 
rest of money to five per cent, should be repealed^ so 
far as they affected bills of exchange not having more 
than three months to run ; that no banking company 
of more than six partners should issue notes pay- 
able to the bearer on demand, in^ or within sixty- 
five miles of^ London ; that all notes of the bank 
issued by her branches should be payable in gold at 
the place of issue; that a weekly account of the 
bullion, securities, circulation, and deposits of the 
bank should be forwarded to the Chancellor of the 
Exchequer, an average of which should be published 
quarterly in the. London Gazette ; and that, in con- 
sideration of its exclusive privileges, the bank should 
pay to the public £120,000 per annum, to be de- 
ducted fi*om the sum allowed to the bank for ma- 
naging the national debt. 

During 1833, money continued as superabundant 
as it ever had been, and interest on commercial bills 
ranged as low as two and a-quarter per cent. The 
recollection of the disasters of 1826 had begun to fade, 
and it no longer possessed power to counteract the 
stimulating tendency of such a rate of interest. Spe- 
culation was resumed; and, from a table prepared by 
Mr Porter, shewing the comparative prices of fifty 
articles of commerce, at the beginning of each month 
from January, 1883, to December, 1837, it appears 
that, in course of 1833, there was an advance, by Sep- 
tember, of ten per cent, above the prices of January. 
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Prom September, 1833, prices continued steady, at 
that higher level, till the n^iddle of 1834, at which 
date there began another advance, continuing till 
February, 1835, when prices had risen to sixteen per 
cent, above the starting point in January, 1833. Ai 
this further advance there was again considerable 
steadiness for six months, when a fresh impulse was 
given which carried prices rapidly upward till August, 
1836, when the average was nearly thirty-five per 
cent, above that of January, 1833.* 

During 1834, 1836, and 1836, the rate of dis- 
count on commercial bills appears to have been 
somewhat higher than in 1833,-^— the revival of specu- 
lation causing an increased demand for money. On 
21st July, 1836, the Bank of England advanced 
their rate of discount from four to four and a-half 
per cent., from which, on 1st September following, 
they raised it to five per qent., — the rate in the open 
market advE^nping, at same time, to five and a-half 
per cent., p^t which it continued for six months ; and 
the effect of these me^|.sure^, acting in conjunction 
with the discredit thrown by the bank on a class of 
mercsmtile bills, which at that time represented a large 
aniount of the floating capital of the country, was to 
giye a check to speculation, and to caus^ a gradual 
deqUne in pricey of commodities, which, according to 
the table above referred to, had, by December, 1837, 
fallen to only abput seventeen per cent, above the 
average price in January, 1833,-^ being about 
eighteen per cent, below the average price in Au- 
gust, 1836. 

The speculation of the years 1834 and 1836 was 

* " Progress of the Nation," sec. iii., chap. xii. 
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chiefly turned, apon foreign loans, joint-stock banks^ 
and^ to a limited extent, upon railways ; the effect 
of the first of which— operating at same time with 
certain measures taken by the government of the 
United States to establish a metaUic currency in 
that country — ^was to cause a considerable demand 
for gold; and, by June, 1835, the stock in the 
Bank of England had sunk to £6,160,000, from 
nearly £10,000,000, in beginning of the previous 
year. Indeed, it is said that on one occasion, in 
1834, it had sunk as low as £4,000,000, or even 
£2,600,000.* But the directors of the Bank of 
England being then unfettered by regulations as to 
the management of their issues, adopted the course 
which practical observation had taught them to be 
most advisable for their own interest, as well as that 
of the community at large. They did nothing to 
create panic, but satisfied themselves with the cer- 
tainty they possessed that gold would soon flow 
back; and, accordingly, it began to return steadily 
immediately after June, 1836, and increased, by 
April, 1836, to £7,801,000. 

The years 1833, 1834, and 1836, were years of 
abundant harvests in the United Kingdom; and the 
general prosperity induced by this, combined with 
abundant supply of money and low rates of interest, 
gave to the speculation of the year 1836 a greater 
intensity than had distinguished that of the preced- 
ing years. During the year in question, between 
two and three hundred joint-stock companies were 
started — joint-stock banks and railway companies 
being those in most esteem ; but all commanding a 

*Lords* Report) 1848. Minutes of Evidence, pp. 71, 72. 
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certain measure of support, and most of them forming 
the basis of a great amount of speculative dealing. 

The course adopted by the Bank of England, of rais- 
ing their rate of discount to four and a-half per cent, 
in July, and to five per cent, in September, 1836, was 
taken with the view of checking the spirit of specula- 
tion ; and, under the impression that it had been, to a 
great extent, fostered by the injudicious proceedings 
of some of the recently established joint-stock banks 
in England, the Bank of England revised to dis- 
count any bills drawn or endorsed by joint-stock 
banks of issue. The bank also rejected a large 
amount of bills drawn in America. The acceptors 
of these bills were, for the most part, houses of the 
highest standing, and believed to be possessed of ex- 
tensive capital. But knowing the fearful amount of 
speculation that had for some time before existed in 
the United States, the directors were warranted in 
anticipating great loss to houses so closely connected 
with that country, as the firms in question were; 
and the winding-up of the afl^irs of three of the 
great American houses, who were ultimately com- 
pelled to suspend payment, shewed that their judg- 
ment was well founded. 

In beginning of 1837> the difficulties of the great 
American houses were such, that some of them were 
under the necessity of applying to the Bank of Eng- 
land for assistance. This was afforded. But their 
wants became greater; and, in May, they applied 
for further assistance. This, after very mature de- 
liberation, the directors announced their inability — 
with a due regard to the bank's interest — ^to grant ; 
and, on 1st June, the day on which the answer was 
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given by the bank, the three great firms of Wilson, 
Wildes, and Wiggin, suspended payment, for a total 
amoimt, among the three, of nearly six millions 
sterling. 

For some time after, a great deal of distrust existed ; 
but as the injury done by the fall of these houses 
affected only those in certain departments of busi^ 
ness, — ^the trade of the country in general being in a 
state of moderate prosperity,--*^K>nfidence gradually 
revived, and discount on commercial bills, which, 
during the early months of 1837, had been at five 
and a-half per cent., gradually sank, by the end of 
the year, to three and a^quarter per cent. 

During 1838, money was almost unprecedentedly 
abundant, rates of discount ranging from three and 
a*half down to two and a^half per c^nt. This at^ 
tracted to our markets, for realization, an enormous 
amount of American securities; and promising, as 
they did, a most liberal return for the money in- 
vested, they met with ready sale. Considerable 
quantities of gold were transnutted to the United 
States in payment for these ; but as the exchanges 
were generally in favour of Britain, the export of 
gold to the States was no greater than the imports 
from other parts of the world. The harvest of 1838 
proved, however, very deficient ; and the import of 
foreign wheat, which had been only 30,108 quarters 
in 1836, and 244,275 in 1837, rose, in 1838, to 
1,848,477 quarters, in addition to a large amount of 
other descriptions of grain. The suddenness of the 
demand had the effect of causing a great advance of 
prices abroad ; and, as the whole, or very nearly the 
whole, of the grain so imported had to be paid for in 
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gold, a drain commenced on the bullion in the Bank 
of England, which reduced it from jC9,386,000, on 
8th January, 1839, to £2,626,000, on 24th October 
following. 

The Bank of ^ngland rate of interest, raised on 
Ist September, 1836, to five per cent., and reduced 
on 16th February^ 1838, to four per cent*, was 
advanced on 16th May, 1839, to five per cent,, on 
20th June, to five and a-quarter per cent, and on 1st 
August, to six per cent. ; the effect of which — in 
conjunction with a considerable limitation of their 
discounts, and a contraction of the circulation from 
£18,298,000, in March, to £17,612,000, in October, 
1839 — caused great alarm, an excessive scarcity of 
money, and a fearful amount of bankruptcy and 
misery throughout the country. 

By the mercantile community the bank directors 
were blamed for contracting their discounts too 
much and too suddenly; while, by the theorists, 
they were blamed for not contracting them suffi- 
ciently, and for /* evincing too much tenderness for 
what they conceived to be the interests of commerce." 
It is true, their having contracted them in any further 
degree would have had the effect pf causing half the 
merchants of the United Kingdom to suspend pay* 
ments^ of throwing idle three-fourths of the factories, 
and of reducing to utter want a large proportion of 
its population ; but, to the sensitive mind of a politi- 
cal economist, mere human suffering sinks into in-* 
significance, when compared with the spectacle of woe 
exhibited in the reduction of the stock of gold in the 
Bank of England to two millions and a half! Ajnd 
'^ though, as matters turned out, less hardship was 
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inflicted on individuals by the course the bank took^ 
than if she had resolutely followed up the course 
pointed out hy principle "*—hj principle being meant 
sacrificing the interests of the community^ and spread- 
ing devastation^ poverty^ and crime over the length 
and breadth of the land^ under the notion that the 
return of gold to this country might thereby have 
been made to take place a few weeks sooner than it 
otherwise would have done^ — ^it was held by some 
political economists^ that it would have been far better 
that all that misery should have been scattered over 
the British people^ than that the stock of gold in the 
vaults of the Bank of England should ever have been 
allowed to sink below four and ar-half or five millions ! 
But, fortunately for the country, the bank directors 
were guided by experience, and not by theory alone ; 
and all past observation had served to convince them 
that, had they contracted their issues a little more 
than they did do, the immediate effect would have 
been, not to bring in gold, but to cause such a panic 
as would have drained their treasury of every sove- 
reign in it. As men having a certain acquaintance 
with the course of mercantile operations, they knew 
that to restore a favourable balance of trade is a 
thing not to be effected in the space of a few weeks, 
or even months; but they knew that the state of 
things existing around them would effectually check 
anything like investment in foreign securities ; they 
knew that, in the case of goods sent to foreign coun- 
tries, months, or even years, might elapse before 
returns could be obtained for them ; but they knew 
that the gradual influx of gold from those countries, 
which were indebted to our merchants, would, in 
♦ M^Culloch's « Commercial Diction^iry." Art^ « Bank of England." 



Digitized by VjOOQIC 



BRITISH CUBBENCT STSTEMS. 253 

process of ilme^ fill up the vacuum caused by the 
transmission of gold for the purchase of foreign grain ; 
they knew, further, that no intensity of suffering, 
which they might have inflicted on their country, 
would in any degree accelerate the inward flow of 
this gold; and, in addition to all this, they knew 
that the high rate of interest prevaiUng, and the 
consequent fall in the prices of all interest-bearing 
securities, was very likely to attract the notice of 
foreign capitalists, and to draw money from countries 
which would not have increased their imports of our 
goods, however low the prices of these might have 
been forced down. 

The drain of bullion from the bank continued, not- 
withstanding the advance made on rate of discount; 
and various circumstances tended to shew that it 
arose, not solely from the unfavourable balance of 
trade brought about by the large importations of 
foreign grain, but, also, to no inconsiderable extent, 
from a feeling which prevailed on the continent, that 
the specie payments of the Bank of England must 
ere long be suspended. Many parties residing on 
the continent, having funds in the Bank of England, 
withdrew the whole of them; and it was said that, in 
numerous instances, continental merchants, having 
stocks in the hands of agents in London, drew on 
these agents to the full extent of the credits they 
could obtain, cashed the bills in London, and took 
gold from the Bank of England for the notes obtained 
by discounting them. Li such a state of matters, it 
became evident that no amount of pressure on the 
money market could be of any avail in bringing in 
gold with the requisite rapidity; but it was seen 
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that the difficulty cotdd he met hy providing hilld 
on the continent^ the ahsence of which could alone 
induce any one to take gold; and an arrangement 
was^ accordingly^ in the month of July, 1839, made 
with Messrs Baring, Brothers, and Co. and the Bank 
of France, by which the Bank of England put various 
securities inip the hands of the former, who agreed, 
in return, to draw bills at three months' date on 
different houses in Paris, to amount of 40,000,000 
of francs, while the latter agreed to cash the bills so 
drawn ; and as the bills arrived respectively at ma- 
turity, new bills were to be drawn, also at three 
months, the proceeds of which being applied to 
payment of the former, extended the ultimate pro- 
vision for the bills to a period of six months. This 
arrangement was expected to operate doubly: first, 
the proceeds of the bills on Paris, cashed on 'Change, 
being paid over to the Bank of England, would, it 
was supposed, give the bank a control over the cir- 
culation to the extent of the notes so paid in ; and, 
second, the bills would serve to supply a mediumsof 
remittance to the continent, being sold at a pre- 
mium somewhat less than was required to cover 
the expense of transmitting gold, and thus put an 
entire stop to the drain on the Bank of England's 
stock of bullion. As regards the latter, the expecta- 
tions formed were faUy realised ; but, as regards the 
former, the case was different, the place of the Bank 
of England notes withdrawn from circulation being 
supplied by the notes of private bankers, but for 
which a panic would in all probability have occurred, 
leading to the withdrawal of deposits from the Bank 
of England to supply that amount of circulating 
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medium actuSkUy required to Supply the MTBXitB of the 
country. 

As usually happens after a period of panic^ specu^ 
lation^ at least on any great Iscal^ was lulled for a 
few yfears ; though^ in the article of tea, the interrup- 
tion to the trade with China caused a certain amount 
of speculative excitement in end of 1839 and in 
1840 ; hut money soon became again abundant, and, 
as the natural consequence^ speculation followed. 
During the latter part of 1830, confidence was ioW| 
money not abundant, and interest on the highest 
d^s of mercantile bilk was six and a4iaif per cent, 
in the open market. But on 22d January^ 1840> 
the Bank of Bnglatid reduced ite rate of discount 
from six to five per cent.> at which rate it continufed 
till 7th April) 1842, when it was reduced to four per 
cent. Till beginning of 1842, interest in the dis- 
count market ranged, for bills of the highest class> 
from five and a-half to four and three-quarters per 
cent. ; but the reduction of the ba^k rate to four 
per cent, was succeeded by a reduction in the open 
market, in which, before the end of 1842, it- fell to 
two and a-half per cent.>— the rat® in 1843 ranging^, 
during a considerable portion of the year, as law as 
two per cent., bding rarely above two and a-quarter 
and never abov^ two and a-half per cent. In 1844 
money was still more abundant, as indicated by the 
fact that diBCount fell to one and a*-half, and was 
scarcely ever above two per cent. A great rise in 
the price of stocks was the necessary result of this, 
and government took advantage of it to efiect a re- 
duction to three per cent, on the whole of the na- 
tional debt, which previously bore interest at three 
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and a-haJf per cent.^ — ^the reduction being, however, 
in the first instance, only to three and a^quarter per 
cent., at which interest was to be paid for ten years, 
at the end of which it was to be reduced to three 
per cent., guarantee being given that no fiirther 
reduction should be made for twenty years there- 
after. 

The charter granted to the Bank of England in 
1834 provided that the government should have 
power to terminate it on giving one year's notice 
after 1st August, 1844. Sir Bobert Peel, who had 
returned to office in 1842, availed himself of the 
opportunity thus afforded to give effect to certain 
views of his own, formed in accordance with the 
theories of the wildest and most unpractical political 
economists ; and in course of 1844 and 1846, bills 
were introduced for, professedly, ^' the better regula- 
tion of the issue of bank-notes," but which served to 
convert a system already very bad into one than 
which it would be difficult to imagine anything 
worse ; or, in the words of Mr M^CuUoch — -*' Had a 
committee of clever men been enUsted to devise means 
by which the public might be tempted to engage in 
all manner of absurd projects, and be most easily 
duped and swindled, we do not know that they could 
have hit upon anything half so likely to effect their 
object as the" * currency bill of 1844. f 

The acts in question made many and very im- 
portant alterations on the law as affecting both the 

* " Commercial Dictionary." Supplement, p. 21. 

t Mr M'Culloch being a warm supporter of the currency bill of 
1844, it may be proper to state that the passage above quoted refers 
to the American banking system, to which, however, it is by no 
means so applicable as it is to Sir R Peel's currency measure. 
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Bank of England and the various banks throughout 
the United Kingdom^ the leading features being as 
follows : — 

As regards the Bane of England^ it was provided 
by 7 and 8 Vict*, c, 32— 

(1.) That the issue department and the discount 
department of the bank should henceforward be se- 
parated. 

(2.) That the bank should be allowed to issue 
notes to extent of £14,000,000, against that amount 
of debt due to the bank by the nation ; but that her 
issues beyond that should be represented by gold 
coin or bullion, or silver bullion, in her treasury. 

(3.) The amount of silver bullion in no case to 
exceed one-fourth of the gold coin and bullion in 
the bank : but (6.) provision being made, that in 
case any bank which, on 6th May, 1844, was issuing 
its own notes, should cease to do so, it should become 
lawful for the Bank of England to increase its circu- 
lation to an amount not exceeding two-thirds of the 
amount which the bank so ceasing to issue may have 
been authorised to issue under the provisions of this 
act, — said additional circulation to be represented by 
a corresponding increase of securities in the issue de- 
partment. 

(4.) That the bank should give notes in exchange 
for gold bullion, at the price of £3, 17s. 9d. per 
ounce [and, as before, give gold coin or bullion in 
exchange for its notes, at the price of £3, 17s. lO^d.] 

(6.) That an account should be published weekly 
in the London Gazette, shewing the amount of notes 
issued by the issue department, and of the gold coin, 
and gold and silver bullion, and securities in it ; and 

B 
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also of the captal stock and the deposits^ and of the 
money and securities belonging to the banking de- 
partment. 

(7.) That the bank should henceforward be freed 
from stamp duty on its notes ; and (8.) that it should 
pay to government £180^000 annually^ in consider- 
ation of the privileges enjoyed by it ; and (9.) also 
such profit as it should realise from increasing its 
circulation on securities held by the issue department, 
beyond the sum of XI 4,000,000. 

(27.) That this charter should continue in force 
till 31st July, 1855, and till the expiry of twelve 
months' notice thereafter, and payment of all debt 
due to the bank by the nation. 

As regards the Oountbt Banks in England, it was 
provided by 7 and 8 Vict., c. 32 — 

(10.) That no new bank of issue should be estab^ 
lished in England ; but (11.) that any bank existing 
on 6th May, 1844, should be entitled to issue notes 
for sums of £5 and upwards, but not under, to an 
amount not greater than (19.) the average amount 
issued by it during twelve weeks immediately pre- 
ceding 27th April, 1844 ; and (12.) that no bank 
discontinuing to issue notes should be allowed to 
resume doing so. 

(16.) That in event of two or more banks (each 
consisting of not more than six partners) becoming 
united, the united bank should be entitled to issue 
notes to an amount equal to what each separately 
might have done ; but if the number of partners in 
the united bank should, at any time, exceed six, 
the privilege of issuing notes should then cease; 
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and in event of the union of two joint-stock banks> 
if a new title were adopted^ each should lose its 
right to issue notes ; while, if they kept up the title 
of one of them, the circulation formerly possessed by 
it might be continued, but that of the other should 
cease* 

(18.) That every bank should furnish to the 
Stamp'-office an account of the amount of notes it 
has in circulation at the close of business on each 
Saturday ; and at the dose of every period of four 
weeks, an account of the average amount of its cir* 
culation during that period. 

(26.) That henceforward banks in London, as well 
as in any other part of England, should be entitled 
to draw, accept, and indorse bills of exchange, not 
being payable to the bearer on demand, however 
great the number of its partners may be. 

As regards the Banks ik Scotland, it was provided 
by 8 and 9 Vict., c. 38— 

(1.) That no new bank of issue should be estab- 
lished in Scotland, but that all banks which issued 
notes from 6th May, 1844, to 1st May, 1846, should 
be allowed to continue to issue to an amount equal 
to the average amount issued during the period of 
one year preceding 1st May, 1845 ; and, in addition 
thereto, to an amount equal to the amount of gold 
coin, or gold and silver bullion, held by the bank at 
its principal place of issue; (11.) the proportion of 
silver to be not more than one-fourth . that of 
gold. 

(2.) That in event of two or more banks becoming 
united, the united bank should have power to issue 
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an amount of notes equal to what the two could have 
issued separately. 

(7.) That accounts should be transmitted to the 
Stamp-office by every bank at end of every week, 
and at end of every period of four weeks, shewing 
the amount of circulation weekly and monthly, and 
of gold and silver held ; (9.) the return made at end 
of each period of four weeks to be published in the 
London Gazette. 

(15.) That Bank of England notes should be no 
longer a legal tender in Scotland. 

As regards the Banks in Ireland, it was provided 
by 8 and 9 Vict., c. 37— 

(1.) That banks with more than six partners 
should henceforward be allowed to carry on business 
in and around Dublin, the same as in any other part 
of Ireland. 

(2.) That the Bank of Ireland should receive in- 
terest at rate of three and a-half per cent, per annum 
on the sum of £2,630,769, 4s. 8d. owing to it by 
the nation. (3.) And that it should manage the 
public debt of Ireland, and pay the dividends thereon 
without charge to government. 

(8.) That banks which issued notes between 6th 
May, 1844, and 1st May, 1846, should be entitled to 
continue to issue notes to an amount not exceeding 
the average amount issued during the year ending 
1st May, 1845, and to an amount additional thereto, 
corresponding to the amount of gold coin and bullion, 
and silver bullion, held by each bank respectively — 
the proportion of silver to be not more than one- 
fourth that of gold. 
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(9.) That in case of two or more banks becoming 
united^ the joint issues might be the same as their 
separate issues added. 

(12.) That any bank discontinuing the issue of 
notes^ might relinquish their power in favour of the 
Bank of Ireland, which should thereafter be entitled 
to increase its issues to a corresponding extent. 

(13.) That no bank discontinuing to issue notes 
should have power to resume doing so. 

(16.) That every bank should ftirnish to the Com- 
missioners of Stamps and Taxes, an account every 
week, and at end of every successive period of four 
weeks, shewing the amount, in the former, and ave* 
rage amount, in the latter period, of notes in circu- 
lation, and of gold and silver held. (18.) The four- 
weekly statement to be published in the Dublin 
Gazette. 

It will be observed, there are various points of 
diflterence between the regulations as affecting the 
banks of the different countries, the most prominent 
being these— 

English banks are not, in any case, allowed to 
exceed their fixed limit, while Scotch and Irish banks 
may do so, by holding gold and silver to an amount 
equal to the excess of issues. 

English banks uniting, retain their power of issuing 
notes to same extent as they could do separately, 
provided the united bank have no more than six 
partners ; but two joint-stock banks, or two private 
banks having between them more than six partners, 
cannot unite without losing their power to issue; 
while in Scotland and Ireland, banks may unite 
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without hindrance^ and keep up the circulatton of 
each. 

In case of English banks ceasing to issue^ the 
Bank of England may. extend her issues to eirtent of 
two-thirds only of that given up ; while^ in case of 
Irish banks so ceasing, the Bank of Ireland may 
increase her issues to extent of the whole amount 
withdrawn. In Scotland, payment of notes can be 
enforced only at the head office of the bank that 
issued them ; while in Ireland it may be also at the 
branches at which they may have been issued. 

Under this new law the amounts which the banks 
throughout the three kingdoms were authorised to 
issue were as follows : — 



Fixed 


iflBuesof-^ 




Bank of England^ . 


^14,000,000 




Private Banks (England 






and Wales), . 


£5,153,407 




Deduct 21 private banks— 






since ceased to issue, 


330,919 

4,822,488 




Joint-stock Banks (England 






and Wales), 


£3,4B&,4ie 










since ceased to issue, 


85,459 

o Artn rtQ»T 








£22,2A%415 


Banks in Scotland, 




3,087,209 


Banks in Ireland, 




6,354^494 







Fixed issue in thd United Eingdom, . £31,674,178 

— no issues heyond which are permitted by country 
banks in England, on any condition ; nor by the Bank 
of England, or by banks in Scotland or Ireland, unless 
the excess be represented by gold in the possession of 
the banks making them,* 

* " Banking Almanack." 
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The leading feature in the new legislative enact* 
ment was this — ^that whereas^ previously to its being 
passed, everyone throughout the United Kingdom 
was allowed to issue bank-notes to whatever amount 
he could keep in circulation, no one was to be per* 
mitted to issue bank-notes^ except such as had done 
so for twelve months prior to the dates on which 
the respective bills came into force, while as re- 
gards t^se who had been so issuing, fixed limits 
were by it assigned to each; beyond which the Eng* 
lish country banks could not pass on any condition^ 
and beyond wliidx the Bank of England and the 
Scotch and Irish banks were allowed to pass only on 
the condition of their holding an amount of gold 
and silver equal to the amount to which their issues 
might go beyond the limit in question ; the imme- 
diate object sought to be attained being, to cause the 
currency to expand and contract exactly as a purely 
metaUic currency would do ; and the ultimate object 
aimed at being, in the words of Sir Robert Peel, " to 
prevent (as far as legislation can prevent) the recur- 
rence of those evils from which we suflfered in 1825, 
1836, and 1839 " — or, in other words, to prevent the 
return of those cycles of excitement and depression 
which hadso long distinguished our mercantile history; 
to prevent superabundanoe of money at one time, and 
scarcity at another ; to prevent undue fluctuation in 
prices ; to put a check on improvident speculation, 
and thereby to ward oflf the panic which such spe- 
culation never fails to lead to. The former object, 
namely, that of making the currency contract and 
expand exactly as a metallic one would do, may be 
said to have been attained; but as regards the 
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latter^ namely^ that of preventing those fluctuations 
which lead to speculation^ it may safely be affirmed^ 
that never did human ingenuity devise any contrivance 
more utterly unfitted for the end it was designed to 
answer^ being erroneous in theory^ and in its practi- 
cal working most injurious to the interests of the 
nation. 

Depending, as the quantity of gold in this country 
must always do, on the state of the balance of trade 
between it and other countries, it is evident that the 
stock of it must be subject to constant fluctuation in 
amount, being large or increasing when the ex- 
changes are favourable, and being small or diminish- 
ing when the exchanges are unfevourable,— the former 
being always accompanied by the presence of mutual 
confidence among merchants, and the latter by 
the absence of it ; and mutual confidence being, in 
like manner, inseparable from a rapid circulation of 
money, while a slow circulation is the as sure atten- 
dant upon a state of alarm and diminished confi- 
dence: and, accordingly, this system provides that 
when confidence is high, circulation rapid, and, con- 
sequently, a small amount of money is sufficient for 
carrying on the monetary transactions of the com- 
munity, then money is to be made more and more 
abundant ; while, on the other hand, it provides that 
when mutual confidence is suspended, money circu- 
lates slowly, and a larger amount of it is therefore 
requisite for duly carrying on these transactions, 
then the supplies of money are to be diminished. 

It is true, the act does not make it imperative on 
the directors of the Bank of England to increase 
their issues ; but they seem to consider that the spirit 
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of the act reqaires that they should do all that lies 
in their power to make money abundant during 
periods of general confidence* For, as they stated in 
evidence before the committee of the House of 
Commons on the commercial distress of 1847> ^' if 
we keep the notes in the reserve, instead of giving 
them out to the public, the eflfect that ought to be 
produced by gold coming into the country is coun- 
teracted; it induces a larger amount of capital to 
come into the country, because we do not allow that 
portion which has come in to be employed. K you 
do not put out the gold, or the representative of 
gold, you entu-ely prevent its having any effect upon 
the circulation. The exchange will be kept up, and 
gold will continue to come in." * The views thus ex- 
pressed by the directors are in perfect accordance 
with those of the theorists by whom the principle of 
the bill had been long advocated, and to meet whose 
notions is understood to have been the intention of 
Sir Robert Peel, — ^the rule laid down by them having 
been, that the issues of money should " be increased 
with every rise in the price of goods," f so as to 
make the rise as great as possible; and then, when 
prices began to fall, that the issues should be cur- 
tailed, — all for the purpose of diminishing specula- 
tion ! And, accordingly, on 27th August, 1846, the 
bank reduced its rate of discount from three and a-half 
to three per cent., — ^the object being to check the in- 
flux of gold, but the effect being to give an increased 
stimulus to speculation. So that, in place of having 

♦ Commons' Report, 184a No. 3009. 

t " On the Principles of Political Economy and Taxation.*' By D. 
Ricardo, Esq., London, 1817, p. 503. 
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a tendency to prevent speculation at one time^ and 
panic at another, the act does all that any cnrrency 
system can do to promote these evils. The increase 
of the cmrency is fitted to lead to low interesi, to 
speculation, and to a rbe of prices ; while the suc- 
ceeding contraction cannot fait to make money 
scarce, and so create panic and lead to unreasonaUe 
depression of prices. 

The e£Pect of the provisions of this bill is to place 
the commercial prosperity of the country at the 
mercy of foreigners ; as, at almost any time, it would 
be quite practicable, through the combination of a 
few of the millionaires of the continent or America, 
to withdraw two or three inillions from the gold in 
the vaults of the Bank of ]^gland, and thereby to 
create such a panic, and such a scardty of money 
as would scatter bankruptcy over the land, and so 
reduce prices of goods and stocks, as to enable 
those by whom the operation was executed to make 
a gain of fifteen or twenty per cent, every time the 
operation was repeated. 

Had the gold-worshippers by whom the bill was 
brought forward been satisfied with the fact, that the 
desired amount of that metal was in actual existence 
on British soil, the evils attendant upon it would have 
been mitigated. But it was not regarded as sufiicient 
that it should be held in the country — ^it was regarded 
as essential that it should lie within the walls of the 
Bank of England ; and, accordingly, a drain of gold 
from the bank was to be accompanied by contraction 
of the currency, whether the gold was intended for the 
adjustment of an unfavourable exchange, and to be 
sent out of the country, or was taken to supply an in- 
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ternal demand, prompted by local circumstances; so 
that a contraction of the currency as great and as in-- 
jurious in its effect on the business of the nation, as 
that arising from an unfavourable balance of trade, and 
consequent exportation of gold, might result from 
the failure of some small country bank, — the natural 
effect of which might be limited to the loss of 
£10,000 or £20,000 to those that dealt with it.; but 
the indirect effect of which might be, in certain 
states of public feeling, to create alarm with regard 
to other banks, who would then, to provide for the 
runs that might be made upon them, be compelled 
in prudence to increase their stock of gold. This 
they could only do by obtaining it from the Bank of 
England, which would then be bound to contract its 
circulation to an amount corresponding with that of 
the gold temporarily withdrawn from its coffers. 

The theory on which the act proceeded waa, that 
when the exchanges became unfavourable to the 
country, then its operati<m would cause a scarcity 
of money, and so depress prices of all British com- 
modities, as to make it for the interest of foreigners 
to take payment of their debts in goods, rather than 
in gold. But it was forgotten that the scarcity of 
money so existing, always tends greatly to the inter- 
ruption of exports. Foreigners, able to buy for casb, 
defer giving their orders^ in the expectation that prices 
will sink lower and lower.* Where orders could be 
obtained, the manufacturers are unable to execute 
them, from the difficulty they would encounter in 
getting cash for the bills in which they would re- 
ceive payment ; and even where parties can be found 

• Lords' Report, 1848. No. 2164. 
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possessing wealth to enable them to send abroad 
goods without any aid from banking facilities, such 
a length of time must necessarily elapse before re- 
turns can be got back^ that it may be presumed they 
will make their appearance much too late to be of 
any service in allaying the panic existing at the time 
the goods are sent off; — ^the gold which serves for 
the restoration of confidence being either that 
which comes in in the ordinary course of trade, and 
so would have come in had there been no contrac- 
tion of the currency, or gold which may be sent by 
foreigners, to obtain the benefit of the advanced rate 
of interest, and consequent fall in the price of all 
interest-yielding securities, which such a state of 
matters necessarily brings about. Gold comes in 
when it can be invested in the funds at 78f per 
cent., to be taken back when the investment can 
be realised at 102 per cent., — ^affording a profitable 
speculation to the foreign capitalist, but a source of 
heavy loss to the British people. 

The promoters of the bill of 1844 seem to have 
imagined that the circulation admitted of indefinite 
increase, and that the notes to be issued as each 
additional importation of specie was made, would be 
absorbed in the circulation, and would at once raise 
prices to an extent corresponding to the addition 
thus made to it, which, as I have endeavoured to 
shew,* is an error, — the fact being, that the circula- 
tion of any country, already sufiicient, does not ad- 
mit of any increase, except from the presence of 
causes not under immediate control, such as an in- 
crease of the population, or the prevalence of dis- 

• Supray p. 101. 
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trast^ causing money to circulate slowly^ and thus 
rendering a larger quantity necessary for conducting 
the monetary transactions of the community. I have 
shewn^ however, that though such additions to the 
stock of money in a country cannot be absorbed 
in its circulation, they are not on that account the 
less injurious in their effects upon trade, — ^the re- 
dundant currency thus produced never failing long to 
produce speculation, and consequent unwarrantable 
advance in prices, leading to the natural results — 
panic and bankruptcy. The promoters of the bill sup- 
posed that increase of the currency would directly 
raise prices ; they desired that every additional im- 
portation of gold should cause ah increase of cur- 
rency ; and they at same time brought forward the 
measure as one calculated to diminish speculation ! 
Formerly, the directors of the Bank of England, in 
the proper exercise of the power entrusted to them 
for the regulation of the currency, were accustomed 
to diminish their transactions when money became 
too abundant; or, in other words, they never lent 
money at a rate below four per cent., — so that, so 
long as money was injuriously plentiful, they ceased 
to make additions to the supply of it. But this 
power was taken from them. It was intimated to 
them, that, thenceforward, the currency was to be 
left to take care of itself; that all they had to do 
was to issue as many notes as the law allowed them, 
so as to expand the currency as much as possible 
when the exchanges were favourable, and contract it 
when they became unfavourable — ^thus leading, cer- 
tainly not to steadiness in prices, but to extreme 
fluctuation. 
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The object wluch the promoters of the bill seem 
to have had most prominently before them^ appears 
to hare been to secure what they called ** the con* 
vertibility of the note ;'' and in their anxiety to put 
that beyond danger^ they overlooked the risk of an 
equally great evil — ^that of the Bank of England 
being unable to pay its deposits, — an event which the 
operation of the bill was very near bringing about 
in 1847^ and certainly would have brought about, 
had not the interference of government in that year 
suspended the provisions of the act ; and in so doing 
restored confidence, and prevented the continuance 
of that alarm which had spread so much damage 
over the community, and which, had it continued a 
little longer, would, in all human probability, have 
caused a run on the bank for deposits, in which case 
a suspension of payments would have been inevitable, 
the bank's reserve of notes in London being only 
about £600,000, in October, 1847, while the private 
deposits amounted to about <£9,000,000/ Had such 
event taken place, it can hardly be doubted that its 
injurious results would have been greater than any 
that could have flowed from its ceasing to pay in 
specie. 

But the utterly fanciful character of the notion, 
that any precaution could (under extreme circum- 
stances) serve to maintain the ^'convertibility of 
the note," is made sufficiently obvious by the con- 
sideration that the bank-note circulation of the three 
kingdoms amounts to about forty millions, while 
their deposits cannot be less than one hundred and 
eighty millions, giving a gross amount of about two 

♦ Lords' Report, 1848. No. 3027. 
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hundred and twenty millions, — all professing to 
be payable in gold^ on demand, — the whole stock of 
gold held by the different banks, out of which the 
payment conld be made, being only about eighteen 
or twenty millions ; so that, in case of a general run, 
nine notes out of every ten would proye, after all, to 
be ^inconvertible." 

The regulaticoi which compels the banks in Scot- 
land and Ireland to keep constantly on hand a larger 
stock of gold than they had be^i accustomed to keep, 
eeems, by almost universal consent, to be an injudi- 
cious one, — lessening, as it does, the stock which 
would otherwise exist in the vaults of the Bank of 
England, available for supplying the wants of trade ; 
while it affords really no security at all against a 
run, — ^there being in Scotland banks which, between 
notes in circulation and deposits, have liabilities to 
extent of five or six millions, while there is none 
that keeps a stock of gold much exceeding £300,000; 
and the circulation and deposits of all the Scotch 
banks amount to upwards of forty millions, while the 
stock of bullion held by them altogether is never 
more than about £1,100,000 or £1,200,000. Besides 
which, the necessity that the banks in Scotland and 
Ireland are under to have constantly on hand a quan- 
tity of gold bearing a fixed proportion to the amount 
of their notes in circulation, puts it out of the power 
of any of them to afford assistance to another bank 
on wluch there might happen to be a run. And 
within the last twenty-five years, there have been 
runs on banks in Scotland. As every other bank, 
however, had the fullest assurance of the stability of 
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those on which these runs were commenced^ and as 
they knew, besides, that were the public to discover 
the slightest appearance, on the part of the bank 
run upon, of hesitation or inability to meet all de- 
mands, it might form the signal for runs upon them- 
selves, each bank placed its gold reserves, in so far 
as they were needed, at the disposal of the bank so 
run upon ; and consequently the display of gold was 
so imposing, as to satisfy the timid that their fears 
were groundless, and to convince the mischievous 
that their hopes were visionary. But were such a 
run to take place now, each bank would require to 
look to its own resources alone. Its neighbours 
could afford it no aid; as, were they to do so, it 
could only be (at least beyond a very trifling amount) 
by removing that stock of gold which the law insists 
upon as the basis of their circulation, and so expos- 
ing themselves to the penalty which the contraven- 
tion of that law incurs. 

From the foregoing observations, it would appear 
that the currency measures of 1844 and 1845, how- 
ever much they may have been intended to check 
speculation and all violent fluctuations in prices, 
were singularly ill adapted for that object, and that 
their real tendency was to create unceasing oscilla- 
tions in the currency, and by means of these to lead 
to the continual occurrence of those seasons of spe- 
culation and subsequent panic which its professed 
object was to prevent altogether. This is what an 
impartial view of the measure in question would lead 
to the expectation of, and the sketch of the history 
of the subsequent period now to follow, will serve to 
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shew that the soundness of the expectation has been 
proved by experience. 

Before the passing of the currency bill of 1844, 
money had been abundant, and rate of interest low; 
but no sooner had the bill come into operation than 
the directors of the Bank of England (on 29th Au- 
gust, 1844) reduced their rate of discount from four 
to two and a-half per cent. Previously thereto they 
had never come into the discount market till such time 
as interest rose to four per cent., the effect of which was 
to prevent that excessive abundance of money which 
has since been occasionally observed. As has been 
already remarked, they held themselves bound to 
look to the interests of the community at large, as 
well as those of their own proprietary, in the ma- 
nagement of their issues. But from this duty they 
were now formally absolved by the framers of the 
new bill, who expected that its mechanical opera- 
tion would keep the currency always in a sound 
state ; and who intimated, accordingly, to the bank 
directors that they need give themselves no further 
concern about the welfare of the nation, but devote 
their whole energies to the making of profit for the 
bank,— the banking department of which they were 
told to manage "like any other banking concern 
using Bank of England notes." * They reduced their 
rate of interest accordingly; canvassed, it is said, 
for business, with the view of getting a larger por- 
tion of their notes employed in discounting bills ; and 
with the view of still further increasing their issues, 

• Lords' Report, 1848. Nos. 857> 868, 1414. 
S 
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they invested £2,400,000 in railway securities.* A 
reduction followed, of course, in the discount rates 
in the open market in London, and also in those 
charged hy hankers throughout the kingdom ; for it 
is evident that when money is abundant, the market 
rate of discount for bills of such class that the Bank 
of England would cash them, can never be higher 
than its rate; though, on the other hand, when 
money is sc/arce, the market rate is always above 
that of the Bank of England ; for, as it will cash 
none but biUs of the first class, all second-rate biUs 
must submit to a higher rate, while those of a class 
still lower may scarcely be negotiable at all. 

In 1844, it was observed that money had continued 
abundant for a longer period of years than it had 
ever before been known to do ; and rates of discount 
were lower in that year than on any former occasion. 
This was not the consequence of an unusual increase 
in the capital of the country, or of diminution in the 
opportunities for its profitable employment, but 
arose from the operation of the act of 1844, — ^first, 
in causing an increase in the issues of the Bank of 
England, proportioned to the increase in the quan- 
tity of gold, which a long-^continued favourable ba- 
lance of trade had caused to flow into the country to 
an unprecedented extent ; and, second, in bringing 
the Bank of England into competition with other 
bankers in the discounting of bills. The natural effect 
followed, — namely, the rise of a spirit of speculation, 
which prevailed, during this and the two succeeding 
years, to an enormous extent. In the year 1846, 
joint-stock speculations were set on foot, chiefly for 

• Lords' Report, 1848. No. 397. 
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the construction of railways in different parts of the 
world, on a scale of unprecedented magnitude. The 
proposed capital for the construction of railways, the 
sanction of which by Parliament was applied for in 
the following session, exceeded £340,000,000 ; and if 
we include the other schemes, in connexion with 
which scrip or letters of allotment were selUng in 
the market at a premium, in July, August, and 
September, 1845, the amount of capital required for 
their execution is said to have been not less than 
£600,000,000. 

With the view of affording some check to this 
wild speculation, the Bank of England, on 16th 
October, 1845, advanced its rate of discount from 
two and a^half to three per cent., from which, on 6th 
November, 1845, it raised it to three and a^half per 
cent. A series of articles which had shortly before 
appeared in the pages of the Times, had had a 
powerful effect in opening the eyes of the commu- 
nity to the madness of the schemes which had risen 
so high in public favour ; and the advance of the 
bank's rate of discount coming immediately after, 
created a panic, which brought about a rapid de- 
cline in the prices of all descriptions of railway 
stock, and led, afterwards, to the exposure of a fear* 
ful amount of villany on the part of very many indivi- 
duals, occupying a high position among the landed 
as well as the mercantile aristocracy of the country, — 
in giving the sanction of their names to schemes of 
the most worthless character, and, in a still greater 
degree, in issuing for years reports of their various 
companies which represented their afiairs a^ being in 
a very flourishing state, and as warranting the de- 
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daration of large dividends, which in many cases 
were paid, not out of profits, hut out of capital. 

The check thus given tended considerahly to 
ahate the railway speculation. Confidence was dimi-^ 
nished, and throughout 1846 money was less ahun- 
dant than it had heen for several years hefore, — 
the market rate of discount for the high^t class of 
mercantile bills varying from three to five per cent., 
and the average rate (as shewn by a table furnished 
by Mr Gumey to the committee of the House of 
Lords on the commercial distress of 1847) being 
three and eight-tenths per cent.; while, in 1844, 
the average rate was as low as two and one-tenth 
per cent, per annum. But, in end of 1846, the 
stock of bullion in the Bank of England had become 
so great, as to threaten a serious diminution of the 
profits of the bank, which, it is evident, mu^t always 
(other circumstances being the same) be less when a 
large proportion of her issues is based on gold, than 
when they are not, — no interest being obtained for 
the notes given in exchange for gold, while interest 
is derived from the notes issued in discounting bills ; 
and, with a view of checking thie further importation 
of that metal, the directors, on 27th August, 1846, 
reduced their rate of discount fi'om three and a-half 
per cent., at which it had been from 6th Ifovember 
of the previous year, to three per cent., — the imme- 
diate effect being to give an increased stimulus to 
speculation, especially in articles of food, in the 
prices of which a gradual advance immediately fol- 
lowed. The country was in a state of genieral pro- 
sperity, though — as was inevitable, with the presence 
of a currency so excessive, as compared with the 
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wants of the community, and with the low rate oi 
interest which resulted from that — there continued 
to be a great amount of speculation, not only in rail- 
ways, but in almost every branch of commerce; 
but the harvest of 1846 was a deficient one, the 
potato crop having been almost totally lost, and 
the consequence was, that a large importation of 
foreign grain was required, leading to a drain of 
bullion from the Bank of England, the stock of which, 
amounting, on 29th August, 1846, to <£16,366,068, 
was reduced, by 17th April, 1847, to <£9,329,841, 
being a reduction, in little more than seven months, 
of not less than <£7,036,227. 

The occurrences of the year 1847 tested the sound- 
ness of many of the principles involved in the cur- 
rency bill of 1844 ; and the one now alluded to was 
an occurrence such as the promoters of that bill 
were very confident would, under it, be impossible. 
Colonel Torrens, one of the most talented advocates 
of that measure, when asked, in 1844, what would 
be the effect of a drain of bullion to extent of 
<£7,000,000 in nine months, should it again occur, re- 
plied — " The proper answer to this question is, that, 
when the government plan shall have been carried 
into effect, the abstraction of £7,000,000 of treasure 
from the coffers of the bank, in a period of nine 
months, will be morally impossible. The violent 
fluctuation which occurred between December, 1838, 
and September, 1839, was the result of the system 
which the querist would desire to uphold," * Colonel 
Torrens, no doubt, supposed that an export of bul- 

* " Keply to the Objections of the Westminster Review to the Go- 
vernment Plan for Regulating the Currency." By CoL Torrens. 
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lion was the consequence of '^depreciation of the 
currency," and that a contraction of the currency 
would at once che6k it ; while the two had not the 
slightest connexion with each other, gold being sent 
away, not because it is "cheap" or "dear," but be- 
cause it is required for the discharge of debts owing 
to the people of foreign nations. 

The drain of bullion, which had b^un in Sep* 
tember, 1846, seemed to have come to an end in 
beginning of JSTovember, but was renewed to a small 
extent in beginning of December, when it again 
ceased. But in January, 1847, it began again; and 
on the fourteenth of that month the Bank of England 
rate of discount was raised to three and a-half per 
cent., from which, in course of six days after, it was 
raised to four per cent. ; a still further increase to 
five per cent, being made on 8th April ; — notwith- 
standing which, however, the drain continued on a 
large scale till the end of April, immediately after 
which the exchanges turned, and gold flowed in, 
which it continued to do till the end of the year. 
This might have been expected to bring the money 
market into an easy state ; but in July and August, 
extensive arrivals of grain from the continent of 
Europe and America poured in ; and this, coupled 
with the prospect of an early and abundant harvest, 
caused a sudden decline in price of wheat from £6 
per quarter to £3, and even less, — all other descrip- 
tions of grain falling in equal proportion. The failure 
of a number of eminent houses in the metropolis, 
connected with the grain trade, was the immediate 
result; and that was quickly followed by the suspen- 
sion of an extensive bill-broker, whose stoppage, by 
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closing one of the principal channels of discount be- 
tween the country and London^ caused inconvenience 
to parties in almost every quarter of the kingdom, 
and tended to create a wide-spread feeling of alarm 
and distrust. Coming, as this did, after an amount 
of speculative dealing, which long-continued abun- 
dance of money and low interest had fostered, and 
which a very large proportion of the British people 
had been participators in, it tended to produce an 
utter destruction of confidence. Bank-notes were 
hoarded to a great extent, so that the '^ circulation" 
of the Bank of England, which was formerly much 
in excess of the wants of the country, became utterly 
inadequate to their supply. 

Money was unprocurable, even by houses in the 
highest credit, and able to ofier the most undoubted 
security. One London merchant, with silver bullion in 
hand to the value of £30,000, was unable either to sell 
it or to obtain an advance of a few thousand pounds 
on its security.* William Brown, Esq., head of a great 
American house, which passed through the ordeal of 
18S7, as well as through every other part of its 
career, with its credit unaffected even for one moment, 
stated in evidence before a committee of the House of 
Lords, that his house in Liverpool had been unable, in 
August, 1847, to obtain even a few thousand pounds 
from the branch of the Bank of England in that 
town. " At the time of the greatest pressure, " he, 
quoting the words of his partner, states, " we had no 
bills under discount with them at all, and wanting a 
few thousand pounds of cash unexpectedly, I told 
the manager we should send in a few bills for dis- 
• Lords' Report, 1848. No. 1827. 
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county which he said he really must decline. I 
remarked that this was very extraordinary, consider- 
ing that within four months they had held seyeral 
hundred thousand pounds of bills from us under 
discount at one time, and at that moment they did 
not hold one. He answered, ' I know it; but we are 
so pressed, you really muBt not come for discounts 
now ; or, if you do, limit it to £8000. I cannot do 
more for you.' In consequence of this, we did not 
go to him for. any discounts after that, nor take the 
£3000 he then offered; as it happened, we had 
no occasion to do so."* If such was the impossibiUty 
of obtaining discounts with a house occupying such 
a position as the one in question, it need not excite 
surprise that ^^ houses of great responsibiUty and great 
respectability, being disappointed at the local banks 
in getting those discounts which they had been ac- 
customed to get, in order to meet their engagements 
really made sacrifices which brought many of them 
almost to the verge of bankruptcy, by selling produce 
of various kinds at prices at which they could not re- 
place it in the markets from which it was imported ;"f 
and that so great were the losses sustained by the 
manufacturing and mercantile classes over the king- 
dom, that " six years of uninterrupted prosperity and 
large trade would not restore to Liverpool what Li- 
verpool lost during six months of the year 1847." J 
The Eoyal Bank of Liverpool, the Liverpool Bank- 
ing Company, the ISTorth and South Wales Banking 
Company, the Union Bank of Newcastle, and various 

* William Brown, Esq. Lords' Report, 1848. No. 23ia 

t Ibid. No. 2363. 

J A. H. Wylie, Esq. Lords' Report, 1848. No. 1951. 
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private banks throughout England, were compelled 
to suspend payment. The banks which maintained 
their credit, being in constant apprehension of runs 
upon their deposits, were enabled to do so only by 
limiting, in an extreme degree, the accommodation 
they had been in the habit of giving to their customers. 
The renewing of bills which, to almost all houses en- 
gaged in trade with distant countries, was essential 
to their existence, became impracticable; and the 
consequence was, that a large proportion of all the 
houses in the United Kingdom engaged in that trade 
became unable to meet their engagements. In Lon- 
don, " thirty-three houses, comparatively speaking 
large houses, failed, to the amount of £8,129,000 ; " 
and in Liverpool and in Glasgow the number was pro- 
portionably great. Of the London houses, " the 
first seven were expected to pay in fiiU; of the 
others, one was expected to pay 12s. ; another, lis. ; 
and so on ; the average (with exception of the first 
seven) expected to be yielded being not more than 
6s. 8d. in the pound." * The actual result, however, 
fell very far short of the expectations so formed. 
One house in Glasgow, extensively engaged in the 
China and South American trades, has recently 
been announced in the newspapers as having paid 
20s. per pound, with interest; but of the great 
London houses, the average dividend has seldom 
exceeded in pence the number of shillings they were 
at first expected to pay. This would seem to indi- 
cate the existence of a very lamentable extent of 
insolvency among these houses; but it must be 
borne in mind, that the result of a business carried 

♦Lords' Report, 1848. No. 112. 
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on by parties intimately acquainted with its miniitest 
details^ may be a different thing from the result of 
the same business wound up by an official assignee^ 
or trustee ; and that the surrendering a large concern^ 
with its wide ramifications andcompUcated machinery^ 
to the management of one destitute of practical ^ 
acquaintance with such business, is Ukely to lead to 
consequences pretty similar to what would follow the 
entrusting the delicate framework of a watch to the 
anatomical scrutiny of a child ; and it may not un- 
reasonably be inferred, that but for the mischief 
wrought by the currency system which existed in 
1847) in compeUing merchants to sacrifice property 
at half of what it cost, and in depriving them of that 
banking accommodation which the nature of their 
legitimate business rendered indispensable, and which, 
but for the panic produced by the working oi this 
system, would have been easily obtainable, many of 
the houses which then suspended payment might 
have continued to be, what they then appeared to 
be, houses of considerable capital ; and that even of 
those whose affairs shewed a less satisfactory aspect, 
many might, in course of a year or two, have re* 
gained their lost wealth. 

The operation of the currency bill of 1844 had 

mainly contributed to bring about the panic which 

led to the disasters I have now glanced at. " Every 

one seemed affraid of his neighbour.'* * " There wad 

a panic throughout the country: people thought 

they were in an iron cage, and could not get out 

of it : that iron cage was the act of 1844 ; " -f- — 

• G. W. Norman, Esq. Lords' Report, 1848. No. 2702. 
t J. Lister, ifeq. Lords' Report, 1848. No. 2483. 
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and, in the opinion of Mr Tooke, the time was dose 
at hand when '* nobody would pay anybody/'* — the 
apprehension becoming general, that the reserve of 
the Bank of England would speedily sink so low 
that bank-notes would not be procurable in exchange 
for property, however valuable. The reserve of the 
Bank of England, in London, in notes, and gold and 
silver coin, had fallen, on 23d October, to £1,295,604, 
— ^that being the whole fund out of which they could 
have met a demand for private deposits, then amount- 
ing to eight and a-half millions. A run would^ in all 
human probabiUty, have followed in a few days ; 
and the consequence would have been, that the Bank 
of England, with £8,600,000 of treasure in its issue 
department, would have been compelled to declare 
its inability to give its depositors gold, or even paper, 
in payment of the money that had been entrusted 
to its keeping. There were only two alternatives to 
choose between: the one was, to let the Bank of 
England swell the list of concerns unable to meet their 
liabilities; and theotherwas, to abandon the restrictive 
principles of the act of 1844. The latter course was 
urged upon government by the London bankers, — ^a 
deputation from whom waited on the Ministers on 23d 
October ; and on 26th October, 1847, a letter was 
addressed to the directors of the Bank of England 
by the First Lord of the Treasury and the Chan-« 
cellor of the Exchequer, ** recommending to the 
directors, in the then emergency, to enlarge the 
amount of their discounts and advances on approved 
security ;" but recommending, further, that " to re- 
tain the operation within reasonable limits, a high 
* J. lister, Esq. Lords' Report, 184a No. 2483. 
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rate of interest should be charged/' which they 
farther suggested should not be less than eight per 
cent. ; and engaging that^ if the course recommended 
^^ should lead to any infringement of the existing law, 
her Majesty's government would be prepared to pro- 
pose to Parliament^ on its roeeting^abill of indemnity." 
The most satisfactory results immediately followed, 
f ^ The bank would have had to shut its doors in a 
week; unless the law had been violated ; " * but, in 
the words of Mr Grlyn, '*the letter of the govern- 
ment abrogated the act, and stopped the crisis." f 
The feeling of alarm at once vanished ; bank-notes, 
which, to extent of four to five millions (as estimated 
by Mr Grurney),J had been hoarded, were imme- 
diately thrown into circulation. ISo increased issues 
were required; and, consequently, no infringement 
of the law took place ; for the amount of notes in 
the hands of the public was quite sufficient to supply 
the whole wants of the currency, so long as confi- 
dence prevailed that more could be got if they 
should be needed; and the effect produced by the 
announcement, that notes could be got, if wanted — 
that is, that the " iron cage " had been broken — ^was 
instantaneous. On the Saturday before the Monday 
on which the government letter was issued, the great 
discount house of Overend, Gurney, and Co. " was 
largely called upon for money, not from any ground 
of distrust, but from an extreme doubt whether bank- 
notes were to be had at all." "On the Monday 
following," observes Mr Grurney, '^we had again a 

* J. Lister, Esq. Lords' Report, 1848. No. 2652. 
t Lords' Report, 1848. No. 1734. 
t Ibid. No. 1116. 
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demand upon us to extent of £200,000 ; but by one 
o'clock the government letter was announced. , The 
effect was immediate. Those who had sent notice 
for their money in the morning, sent us word that 
they did not want it, that they only ordered pay- 
ment by way of precaution. We only required about 
£100,000 in place of £200,000. From that day we 
had a market of comparative ease. The alarm les* 
sened ; and by the end of the week we had to ask, 
as a favour of the bank, to be allowed to repay the 
money which we had borrowed of them.'' 

Was this catastrophe the consequence of want of 
capital or of want of money ? It was maintained by 
one of the witnesses examined by the House of 
Lords' committee, and by one, too, whose high posi* 
tion as a banker, as well as a man of intelligence 
and talent, commands respect, that it was the con- 
sequence of want of capital; that ^^ monetary de- 
rangement, arising from variations in the amount of 
our circulation, will never go to any extent in para- 
lysing the trade of the country, or stopping the pro- 
ductive power of our manufactures. It is want of 
capital which alone produces these serious effects. 
What really produced a derangement of trade, and 
stoppage of transactions, in 1847^ was the loss of 
capital, and the diversion of capital to other than 
trading purposes. It is impossible for a country to 
suffer in its harvest, as this country suffered in 1846^ 
thus losing an important part of its wealth, and also 
to have capital drained from its trading operations 
to a large amount, as was the case during the last 
two years, without being seriously inconvenienced 
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by it. Persons attribute this inconyenience to 
monetary derangement ; but the monetary derange- 
ment was one of the inevitable effects of these cir- 
cumstances, and not one of the causes." '*' 

It is said that the monetary derangement was, 
throughout this crisis, the consequence of the loss of 
capital, and of the diversion of capital to other than 
trading purposes ; and, to a certain extent, the state* 
ment is true. It is a fact, that the loss of the har- 
vest rendered necessary an importation of grain, 
which could be paid for only by an exportation of 
gold, from which again the derangement of the cur- 
rency proceeded : and so it may be truly said, in a 
certain sense, that the monetary derangement was 
the consequence of a certain loss of capital ; but, if 
it be asked. Was it a natural or necessary conse^ 
quence of a deficiency in the harvest ? the answer 
must be, that it was not ; and that it was so only 
because the currency system was radically and essen- 
tially bad. This country suffered in its harvest in 
1846, and thus ^^ lost an important part of its wealth." 
True, an important part, certainly, but an exceed* 
ingly small part. The deficiency in the harvest of 
1846 was estimated at about fifteen millions. A pretty 
large sum, considered absolutely; but altogether 
trifling when viewed in relation to the whole produce 
of the harvest, or to the capital with whose amount 
it falls to be compared— the former being estimated 
at 300 and the latter at 5000 millions : so that the 
loss, viewed with reference to the whole wealth of 
the community, bears no greater proportion than a 
loss of six shillings to one possessing £100, or a loss 

♦ Lords' Report, 1848. Nos. 1584 and 1587. 
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of £3 to one whose whole capital is only £1000. 
But there does not appear to be anything in such a 
loss to make it necessary that the industry of the 
nation should be paralysed, and rendered unproduc- 
tive ; and the natural hght in which to view it would 
be that in which the possessor of the capital of £100 
would view his loss of six shillings — ^that is, that it 
was a very trifling loss, or, if he was unusually pe- 
nurious, then, that it was a loss affording a reason 
why he should be unusually industrious and un- 
usually economical, till such time as he should have 
replaced his lost shilUngs. 

This, I think, disposes of the ^^ important loss of 
wealth " through failure of the harvest. And then, 
as regards the capital invested in the construction of 
railways, if the amomit of human labour devoted 
to the construction of these had been so great as to 
cause a diminished production of those manufsustures 
with which our merchants are accustomed to supply 
foreigners in exchange for the raw produce, or other 
commodities we are in the habit of importing from 
their respective countries, then the drain of capital 
in question might, with some appearance of justice, 
have been set down as a cause of the subsequent 
disasters. But the actual state of matters shewed 
that there had been no diminution in the production 
of the goods with which our purchases of foreign 
commodities were made ; the fact being, that in the 
year 1847 there was not a market in the world 
which was not deluged with British goods, and which 
did not continue to be overstocked with them for 
months, or even years, after. K such, then, was the 
over-production of our manufactures, as compared 
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with the ability of foreign markets to pay for them^ 
what would have been the state of matters had a 
still larger proportion of our population been em- 
ployed upon them? Evidently this — that the fo- 
reign markets would have been sooner overstocked 
— and overstocked to a greater extent — ^and so not 
only have caused increased loss to British mer- 
chants^ but have postponed indefinitely the time 
when, through the clearing away of these overstocks^ 
the markets should again become open to receive 
the products of our mills and factories ; and that in 
the meantime increased suffering would have been 
the lot of nearly the whole community^ and espe- 
cially of the working classes. The difference as re- 
gards them would have been this— that while, in the 
one case, they were employed in the construction of 
works which will tend to promote the social and 
economical advancement of the British people so 
long as they endure — ^they receiving as the recom- 
pense of their labour ample supply of food and 
clothing ; in the other case, they would have been 
dragging out an existence to themselves wretched 
— to their brethren of the human race utterly un- 
profitable — on the wilds of Oonnemara, or the glena 
of Lochaber; or, what is still worse, breaking ma- 
chinery and burning corn-stacks on the plsdns of 
England. 

The amount of capital expended on railways, be- 
tween 1843 and 1847, was trifling when compared, 
with the amounts expended forty years before in car- 
rying on war. In the year 1814, the expenditure of 
the British government amounted to £101,738,072 ; 
and from 1809 to 1814, the mere military expen-. 
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diture alone amounted to £348,667,488, being, on 
an average, £68,092,906 per annum, a large part of 
which was expended in foreign countries, and conse-^ 
quently was abstracted from the capital of the na- 
tion:* while the whole amount expended on the 
construction of railways, from 1843 to 1847, was only 
£170,062,233, being, on an arerage, £34,012,447 
per annum-^the population of the country having, 
in the meantime, risen from eighteen to twenty-height 
millions, and the resources of the country having in- 
creased in more than equal proportion ; and we may, 
accordingly, rest pretty well satisfied, that whatever 
may have been the cause of the convulsion of 1847, 
it was not that a certain amount of capital had been 
devoted to the construction of railways. The fact 
that numerous individuals had come under legal ob- 
ligation to contribute to the construction of railways 
sums immeasurably beyond what they possessed, was 
sufficient to account for a great amount of bank- 
ruptcy and distress among individuals. But it gives 
no satisfactory explanation of the facts, that mer- 
chants in London, with £30,000 worth of silver on 
hand, were unable to borrow a few thousand pounds 
of bank-notes on its deposit ; or that merchants and 
bankers in Liverpool, of great Wealth and undoubted 
reputation, were in like manner unable to obtain 
money on security of bills whose value suspicion 
itself could not cast a doubt upon ; and there is no 
way in which these facts can be accounted for, ex- 
cept the plain and obvious one, that the currency 
bill of 1844 had caused an injurious scarcity of 
money. 

* Porter's " ProgrieBS of the Nation,'' sec. iv., c. iv. 
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It is undoubtedly true that the difficulty of bor- 
rowings which so remarkably characterised the com- 
mercial history of the year 1847, might exist where 
there was no deficiency in the supply of circulating 
medium ; and might be produced by a deficiency of 
capital, or, even in the absence of such deficiency, 
by a mere change in the ownership of the capital of 
a country from the hands of those who employed it 
in trading to the hands of those who employ it in 
business on their own account. Thus, if a compara- 
tively poor community — such, for example, as that 
of Spain — ^were to undertake the rapid construction 
throughout their country of a network of railways 
like that which now spreads over Britain or Ame- 
rica, the progress of the work would very soon bring 
about a similar difficulty of borrowing, firom the ina- 
dequate extent of their floating capital, as compared 
with what was required for the completion of these 
works. And, again, if from the death of their pre- 
sent owners, or from any other cause, the thirty 
millions of deposits at present held by the Scotch 
banks, and the two hundred millions, or thereby, at 
present held by the English banks, were suddenly 
to become the property of individuals who were re- 
solved no longer to lend their capital to others, but 
to employ it in manufactures or commerce for their 
own immediate benefit, then, without any diminu- 
tion in the capital of the country, and without any 
increased necessity for it, the banks would be de- 
prived of their power to lend, and the traders who 
had been accustomed to carry on their business on 
capital borrowed from them, would be exposed to 
the same difficulty in borrowing which was so uni- 
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versally experienced in Great Britain during the 
period under review ; but in both these cases, the 
difficulty in question would be one beyond the reach 
of any mere currency measure to remedy or alle- 
viate. 

The considerations above stated seem to me to 
shew, clearly enough, that the convulsion of 1847 
was the natural consequence neither of a deficient 
harvest nor of the construction of railways ; and 
further, that it afforded no indication of a want of 
capital. But that it did not proceed from a want of 
capital is a fact put beyond the reach of doubt, by the 
circumstance that the mere announcement that go- 
vernment had authorised the Bank of England to 
increase their issues of notes, should it be necessary 
to do so, served to arrest the panic; and all the 
reasoning in the world could not prove more con- 
clusively than this does, that the panic of 1847 arose, 
not from deficiency of capital, but from a deficiency 
of circulating medium or bank-notes. It is a thing 
unquestioned, that the appearance of the govern- 
ment letter of 26th October, 1847, did restore con- 
fidence, and allaj the panic. But did it make any 
addition to the capital of the nation ? Most assuredly 
not ! What it did was simply to make it known, 
that, on undoubted security, paper-money should be 
procurable. 

We have seen that even during the height of the 
panic there was no absolute deficiency of notes. The 
deficiency was only relative; and arose from the well- 
known fact, that the amount of a circulation is one 
thing, and its efficiency another — that is, that whether 
a certain amount of currency will or will not be suf- 
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ficient^ depends entirely on the rapidity with which 
it circulates^ that again depending on the degree in 
which mutual confidence exists in the mercantile 
community. During the period in question, the 
notes of the Bank of England in the hands of the 
public were not in circulation; twenty or twenty-five 
per cent, of their whole amount (according to Mr 
Gumey's estimate) having been hoarded, — ^the hoard* 
ing of money, that is, of the legal tender of the state, 
whether paper or gold, being one of the ways in 
which excessive alarm among the mercantile and 
banking classes always manifests itself. That the 
estimate of Mr Gurney was not an overestimate, is 
rendered probable by the state of alarm in which 
every bank in England must have been as to drains 
being made by their depositors ; thus rendering it 
essential that a larger stock of Bank of England 
notes should at all times be kept in constant reserve. 
The Bank of Liverpool, who ^^ ordinarily locked up 
with £30,000 or £40,000 at night, and considered 
that sufficient, because they knew that they could 
always go either into the money market or to the 
Bank of England and get a supply, if necessary, dur-* 
ing the crisis, not knowing what bills might be re^ 
turned upon them, deemed it necessary to reduce 
the accommodation to their customers, and to hold 
about £260,000 or £260,000, either in their vaults 
or at call, to meet unexpected demands : "* — and the 
rule adopted by the Bank of Liverpool would no 
doubt be followed by the other English bankers ; so 
that, as the number of banks of issue alone in Eng- 
land and Wales, including head offices and branches, 

• Wm. Brown, Esq., M.P. Lords' Report, 1848. Na 2264. 
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is not less than 800, five millions of notes would 
give but a very small average amount to each. The 
actual circulation was thus reduced twenty or 
twenty-five per cent, below its customary amount ; 
and there is no theory which can view such an 
occurrence in any other light than as the inevitable 
source of great inconvenience to the community 
among whom it takes place, and as the sure cause 
of a great decline in prices. 

But it may perhaps be said, that in Scotland, 
where there could be no hoarding of notes, there 
was also much distress, so that there the distress 
must have proceeded from want of capital, and not 
from want of money. I believe it is quite true that 
there was no hoarding of notes in Scotland, the cir- 
culation consisting entirely of the notes of the banks 
of issue belonging to that country, whose reserves, to 
meet sudden demands, are held chiefly in gold or 
Exchequer Bills, and, not like those of the English 
bankers, in Bank of England notes ; and I believe 
it is also quite true, that the distress suffered there 
did not arise from want of money. Did it arise, 
then, from want of capital ? By no means ! What 
it arose from was this — and the same was, to a great 
extent, the cause of the corresponding distress in 
England — that three-fifths of their business was car- 
ried on upon borrowed capital ; that they were in a 
constant state of alarm as to the hour in which sud- 
den calls might be made upon them for payment of 
these three-fifths, all of which represented deposits 
payable on demand, and, as a necessary consequence, 
the money (capital) which in ordinary times they 
could lend out freely, they were now afraid to part 



Digitized by VjOOQIC 



294 BRITISH CUBBEirCT 6TST£M8. 

with^ and so were obliged to refuse banking accom- 
modation to aU^ or almost aU^ except those who were 
already in their debt, whose credit it was, of course, 
necessary to maintain, in so far as they could. Part 
of the evil here arises, no doubt, from the custom so 
universal amongst us, of all classes, whether bankers 
or merchants, trading to so great an extent on bor- 
rowed capital ; but though this placed the banks in 
a more vulnerable position than they would have 
occupied had the capitals on which they respectively 
traded been all their own, still it does not alter the 
fact that the currency bill of 1844 was the originator 
of the panic, which, extending to Scotland, created 
an amount of mischief nearly as great, in proportion, 
as it had done in England. But neither in England 
nor in Scotland was there any deficiency of capital. 
Capital in abundance existed in both countries; but 
in England there was a scarcity of bank-notes, and 
the scarcity of these was the primary cause of a panic 
which, in England and Scotland, alike brought terror 
into the heart of every banker, fettered his opera- 
tions, and produced damage incalculable among the 
mercantile and manufacturing classes of both king- 
doms. 

How great the damage was, so inflicted, it may be 
somewhat difficult to ascertain. In an article in the 
number for January, 1848, of Blackwooc^s Magazine 
— a work remarkable equally for the distinguished 
talent and the indefatigable industry with which it 
has advocated the cause of currency reform — ^it is 
estimated at three hundred millions sterling: the 
basis of its estimate being that, in 1845, the follow- 
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ing were worth the sums respectively placed against 
them, viz. :- 

Funded property, .... £800,000,000 

Kailway property, .... 100,000,000 

Banking and other joint-stock companies, . 100,000,000 

Capital invested in commerce and manufactures, 600,000,000 



-£1,500,000,000 

— ^the depreciation on which they reckon at one-fifth, 
or £300,000,000. 

Now, with all deference, this is not the measure of 
the loss of the nation. It may represent truly enough 
the loss of individuals ; but, in so far as it was loss 
to one class of individuals, it was gain to others : and 
the author of the able article in question has over- 
looked the fact that fluctuations in the value of money 
do not necessarily diminish the wealth of the people 
among whom they take place ; they only serve to 
enrich the moneyed capitalist at the expense of the 
propertied capitalist, or the reverse, and to cause the 
capital actually existing in the country to appear in 
statistical tables at a greater or a smaller pecuniary 
amount, its intrinsic value remaining all the time 
unchanged. Funded property seems to have fallen 
in price to extent of fifteen per cent.^ Eailway pro- 
perty must have fallen in price to extent, on an aver- 
age, of not less than fifty per cent. The stock of bank- 
ing and other joint-stock companies may have fallen 
to extent of eighteen or twenty per cent. ; while the 
fall in the money price of capital invested in com- 
merce and manufactures — that is, in the price of 
commodities, raw and manufactured, of spinning-mills, 
weaving factories, and manufactories of one kind and 

* Infra^ page 304. 
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another — can hardly he taken at less than twenty- 
five per cent., so that the estimate overhead of one- 
fifth, or twenty per cent., does not appear an extra- 
vagant one. But was there any real loss of capital 
implied in all this ? Most certainly not ! The man 
who held an annuity from the nation of £1000, for 
which, it may be, he paid £33,000 before the crisis, 
may have been unable during its continuance to sell 
it at a higher price than £28,000 ; and so, if com- 
pelled to sell it, may have had to do so at a loss of 
£5000 ; but the real value of the annuity is in no 
way diminished. It is, in fact, very much greater 
than it was before, in as far as the increased value of 
money, indicated by the fall in the prices of all com- 
modities, will give him, in exchange for his annuity 
of £1000, a command of all the comforts of life as 
great as £1100 or £1200 would have done before. 
So that the holders of the national funds are the last 
people in the world to be sympathised with under 
such circumstances ; the real sufferers being the Bri- 
tish people, who have still the same amount of annuity 
to pay after the crisis as before it, the value of the 
money in which it is paid having, in the meantime, 
risen ten or twenty per cent. 

Railway property seems to have fallen in price to 
extent of probably fifty per cent. ; but railways were 
not, on that account, the less valuable, nor was their 
capacity to promote the prosperity of the nation and 
the comfort of individuals in any way diminished. In 
so far as they were concerned, the capital of the coun- 
try was as great after the convulsion as before it. 

Banking companies must have suffered severely, 
and it cannot be denied that the capital of every 
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such institution in the three kingdoms must have 
undergone serious diminution. But this would not 
appear to have been the case with the generality of 
joint-stock companies. The works and machinery 
of gas companies, water companies, &c., were quite as 
eflScacious in furnishing gas, or water, or whatever 
the article might be that they supplied to the public ; 
while the cost of the coal and other materials required 
for the conducting of their several businesses having 
been reduced, and the prices charged for their gas, 
water, and so on, having remained unaltered, the im- 
mediate eflFect must have been rather to increase 
their profits, — there being, at same time, nothing to 
lessen the value or utility of their works. 

So that, as regards these three items, I am inclined 
to beheve that the loss really sustained by the nation 
was not great — being limited to the difference between 
the amount that may have been paid by the people 
of foreign countries for the government funds, rail- 
way shares, bank stock, &c., &c., and the amount 
for which they may afterwards have sold the same. 
Thus, the late Emperor of Eussia, Nicholas, was 
said to have purchased, in the year 1847, stock in 
the funds of Great Britain and Ireland to extent of 
about five millions, in return for which it is probable 
he would, not very long after, obtain six millions 
sterling, or thereby — the excess of one million, or so, 
being thus gain to him and loss to the British people. 
But this is a loss of only one million, or little more : 
and (in the absence of any statistical information on 
the subject) I am inclined to doubt if the amount 
invested in British stocks, by all other foreigners, 
during the year in question, would exceed that 
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invested by the Russian Emperor ; and I believe, ac- 
cordingly, that the loss to the nation, by the sudden 
scarcity of money, and fall in prices of all descrip- 
tions of government, bank, and railway stocks, did 
not exceed two, or at most three, millions sterling. 

As regards capital invested in commerce and ma- 
nufactures — ^all buildings and machinery fell greatly 
in price, and cotton mills, and power-loom factories, 
and other such works, could, during the crisis, and 
for some time after, be bought at less than one-half 
of what they could have been built for. Here was 
a source of tremendous loss to those who were ob- 
liged to sell, but here was an equally great saving to 
those who had the means of buying. The loss of 
the one was measured exactly by the gain of the 
other ; and, in so far as the nation was concerned, it 
was not a bit the richer or the poorer by the change 
in price — the value or utility of the machinery for 
the production of yarn, or cloth, and so on, being in 
no way diminished. Many such works were closed 
altogether, and ceased to produce, thus causing loss — 
the reason frequently assigned being the scarcity of 
money, or difficulty in obtaining banking facilities, 
arising from the operation of the currency biU of 
1844. But though this was partly the cause, it 
was not the whole cause, and the remainder of it 
was to be found in the overstocked state of all the 
foreign markets wliich drew supplies from our manu- 
facturers, for which the currency was not to blame. 
As regards the goods manufactured, the loss to the 
nation was much greater ; in as far as every article 
of British production scattered over the globe, fell 
at once in price, in a ratio pretty nearly correspond- 
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ing, on an average, to the fall that took place at 
home, while in many cases the fall was very much 
greater ; and it is here we are to look for the real 
pecuniary loss sustained by the British people 
through our periodical monetary convulsions, 

I have already alluded to the well-known fact, that 
nearly nine-tenths of all the foreign trade of this 
country is carried on upon capital not the property 
of those by whom it is employed — the capital for 
conducting the operations being, for the most part, 
raised by discounting bills drawn by the shippers of 
goods to foreign markets, upon the representatives 
in London or elsewhere of the foreign agency-houses 
to whom the goods are consigned ; the general ar- 
rangement being, that these bills shall be renewed 
for a specified period, or till the returns for the 
goods come home. Eelying thus, as all foreign 
agency-houses do, on the ability of their consti- 
tuents to renew their bills, no sooner does inability 
to do this become manifest, than the agency-houses 
at home immediately write to the foreign houses, 
with imperative orders to Bell off the goods of the 
parties so failing to fulfil their bargain, and to send 
home the proceeds for repayment of the advances 
they have made upon them. So that, during a 
period of monetary panic in this country, every 
foreign agent, having charge of consignments from 
British merchants and manufacturers, is in daily 
receipt of orders to realise and remit. But their 
customers are quite as much alive to the state of 
matters at home as they are. Mr Cobden writes, 
that on one occasion, in the j^gean Sea, he observed 
signals made by Greek merchants on board to their 
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friends posted on a promontory of an island they 
were approaching, to give intimation that the Bank 
of England had raised its rate of discount. In 
other parts of the world the same sagacity is to be 
found as among the merchants of the Grecian Archi* 
pelago ; and accordingly^ no sooner does intelligence 
reach Calcutta, or Shanghae, or Valparaiso, or Bio 
Janeiro, that the gold is beginning to leave the 
Bank of England, or that there is a deficient harvest 
in Britain, Ukely to lead to an export of gold, or 
that the Bank of England has advanced her rate 
of discount, than the knowledge at once flashes on 
the mind of every native merchant that he is over- 
stocked with British goods, and that it is impossible 
for him to buy another box or bale. They know 
that bills must be renewed in this country ; they 
know that the beautiful currency system which pro- 
vides that money shall be made scarce whenever the 
harvest is bad, will render the renewing of bills diffi- 
cult ; and they know, too, that they have only to 
exercise a little patience, to secure for them an 
abundant supply of British manufactures, at prices 
ten, twenty, or fifty per cent, below what they can 
be made for. 

What the loss really sustained by British mer- 
chants, from the necessity under which they were 
thus brought by the panic of 1847 of forcing off 
their goods in foreign markets, may have amounted 
to, can only be guessed at ; but I can believe it quite 
possible that it may have amounted to upwards of 
forty millions, which, added to the loss sustained upon 
different descriptions of British stocks sold to foreign- 
ers at the reduced prices which ruled during the 
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crisis^ and added to the loss sustained on goods 
bought in this country by, or for account of, foreign- 
ers, during the period in question, would indicate a 
loss of capital to the British nation, through the crisis 
in question, of something Uke fifty millions sterling. 

This appears a small loss compared with the esti-* 
mate of three hundred milUons, above alluded to ; 
but I am inclined to beUeve that it rather overrates 
than underrates the loss actually sustained, which 
would thus appear not to exceed one per cent, on the 
whole capital of the country, estimated as it is at 
five thousand millions. 

But they who look only at the loss of capital to 
the nation, look at that which forms but a small item 
in the evil that results from these currency derange- 
ments. The grand evil, beside which all mere pecu- 
niary considerations sink into insignificance, is their 
moral influence, their deteriorating effect on the 
character of the people of this country, and their 
tendency to destroy their habits of steady industry 
and forethought, and to convert them into a nation 
of speculators, having for their motto, '' Let us eat, 
drink, and be merry ; for if we practice economy 
and self-denial now, the next crisis will bring us on 
a level with those who never recognised such virtues." 

To return from this digression. The crisis was 
DOW over, the hurricane had passed by, and people 
were left in calmness to survey the devastation it had 
wrought. The conviction had now become almost 
universal, that the currency system of 1844 was not 
a system adapted to the wants of the British people, 
and committees were appointed by both Houses of 
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Parliament to ^' inquire into the causes of the dis- 
tress which had for some time prevailed among the 
commercial classes, and how far it had been affected 
by the laws for regulating the issue of bank-notes 
payable on demand." The committee of the House 
of Commons issued a report, recommending the 
continuance of the bill of 1844 without alteration, — 
in opposition, however, to the opinions of the greater 
number of the witnesses who gave evidence before 
it. The committee of the House of Lords seem to 
have appreciated much more clearly the numerous 
imperfections of the bill in question ; and in the able 
report they issued, they stated that they had " come 
to the conclusion that the recent panic was materially 
aggravated by the operation of that statute, and by 
the proceedings of the bank itself. This effect may 
be traced directly to the act of 1844, in the legisla- 
tive restriction imposed on the means of accommo- 
dation, whilst a large amount of bullion was held in 
the coffers of the bank, and during a time of fa- 
vourable exchanges; and it may be traced to the 
s^me cause, indirectly, as a consequence of great 
fluctuations in the rate of discount, and of capital 
previously advanced at an unusually low rate of in- 
terest." * But the hopes entertained that some change 
for the better would be made on the system were 
not realised, and the currency bill of 1844 is still 
the law of the land — though it would be diflScult to 
conceive any measure the actual working of which 
could be more utterly at variance with the expecta- 
tions formed of it than the one in question. 

It was expected that excessive fluctuations in the 

. * Lords' R^ort, 1848. 
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bank's stock of bullion would be for ever prevented ; 
and yet we have seen that in little more than seven 
months its treasure was reduced to the unprece- 
dented extent of upwards of £7,000,000. 

It was expected that excessive fluctuations in rate 
of interest would not occur, and in 1847 rates of 
interest fluctuated in a degree previously unknown. 
During the panic of 1826-26, bills of the highest 
class were negotiable at five per cent. ; while at no 
time in these two years did interest fall below three 
per cent. In 1837, the lowest rate was three and 
a-quarter per cent., and the highest rate paid for first- 
class commercial bills was five and a-half per cent. 
In 1839, the lowest rate was three and three-quar- 
ters per cent., and the highest rate paid for such 
bills was six and a-half per cent. ; while in 1847, 
interest was at one time as low as three and a-quar- 
tor per cent., and at another, the bills of the first 
merchants in the kingdom, endorsed by banks of 
great wealth, could not be negotiated at a lower rate 
than ten per cent. It thus appears that the extreme 
fluctuations were — in 1825, two per cent. ; in 1837, 
two and a-quarter per cent. ; and in 1839, two and 
three-quarters per cent. ; while in 1847 the varia- 
tion amounted to not less than six and three-quarters 
per cent. * It is true that, in each of the years now 
mentioned, commission was paid on the discounting 
of bills in addition to the interest above quoted; 
but, in the words of Mr Brown, " it was by no means 
to the same extent in 1837 and 1839 as it was in 
1847." t 

* William Brown, Esq. Lords' Eeport, 1848. No. 2308. 
t Lords' Report, 1848. No. 2309. 
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It was expected that excessive fluctuations in the 
price of public securities would not occur^ and yet, in 
beginning of 1847, consols were seen to fall nearly 
one per cent, per week for six weeks in succession^ 
— ^haying fallen from ninety-one and a-half, on 2d 
March, to eighty-six and a-half, on 15th April; 
while the extreme fluctuation during the year 
amounted to not less than fifteen and a-quarter 

per cent the difference between ninety-four, the 

highest, and seventy-eight and three-quarters, the 
lowest price. It is true, the fluctuation had, in some 
former periods of panic, been even greater, having 
amounted to sixteen and a-quarter, in 1825, and to 
sixteen and three quarters in 1839 ; but it was with 
the view of preventing such fluctuations altogether 
that the bill of 1844 was enacted ; and this it failed 
to accomplish. 

The promoters of the bill, unwilling to admit that 
it had failed to secure the objects aimed at, threw 
blame on the directors of the Bank of England for 
not having advanced their rate of discount when the 
drain began.* The censure, however, was unjust; 
as the directors had been previously told that all 
care of the currency on their part was needless, the 
self-^acting apparatus of the new measure having 
been so constructed, as, whenever a drain should 
occur, to tighten the money market, so that interest 
should rise mechanically, and continue at an ad- 
vanced rate till the return of gold should again make 
money abundant. Under such circumstances, the 
bank directors were altogether blameless in not rais- 

• Speech of Sir Robert Peel in House of Commons.— i/bmtn^ 
Chronick, 1st May, 1847. 
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ing their rate of interest; and the insinuation that 
they had erred in not doing so, was a virtual admis- 
sion that the self-acting machinery of the bill had 
proved insufficient to produce the effects expected 
to flow from it. But the expectation that the act 
would operate in producing an immediate contrac- 
tion of the currency, whenever bullion should begin 
to leave the country, was founded on an utter for- 
getfulness of the principle that in a country whose 
issues of money are wholly, or chiefly, made through 
banks, no addition to the currency (that currency 
being aheady sufficient) can be absorbed; or, in 
other words, that the circulation does not admit of arti- 
ficial increase. The promoters of the bill fancied that 
every importation of gold, — ^forming, as the provisions 
of the bill caused it to do, the basis of increased is- 
sues of Bank of England notes, — ^would swell the 
circulation, and have a direct and immediate effect 
in raising prices of commodities, (while, with incon- 
sistency truly marvellous, they propounded it as a 
measure to prevent speculation !) and that, on the 
other hand, every exportation of gold, by returning 
to the issue department notes of equal value, would 
contract the circulation and reduce prices. But the 
working of the bill taught, — what sound theory led 
to the expectation of,— that issues of notes so made 
would not swell the circulation; and it was seen 
accordingly that the expansion and contraction in 
the " circulation" were confined within the walls of 
the bank — the increased issues of the issue depart- 
ment serving only to swell the stock of unemployed 
notes in the banking department; shewing clearly 
the worthlessness of that machinery which, in the 

u 
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separation of the Bank of England into two depart- 
ments^ was blazoned forth as certain to produce 
*'an early and timely contraction of the circulation 
— ^founded on principle— certain in its effect — al- 
ways under control — ^its nature and its effect known 
to everybody." * 

The variation in the amount of the bank's actual 
circulation has been generally very trifling, — the 
scarcity of money felt during the periods of greatest 
pressure having been the consequence, not of a 
diminution in the quantity of notes in the hands of 
the pubUc, but of a diminution in mercantile confi- 
dence. And thus, when the opponents of the bill 
accused it, in 1847, as being the cause of a contracted 
circulation^ they were met by Sir Charles Wood, the 
then Chancellor of the Exchequer, with the answer 
— " It is not so ; the circulation is equal to the usual 
average." The notes were sufficient in amount, had 
they been circulating with their usual rapidity ; but 
they were hoarded, not circulated. The fear was 
general among those who held notes, that if they 
parted with them, they might not be able to get 
them back when they should come to need them ; 
and so no one, getting notes, would give them away 
till the necessity of fulfilling his obligations compelled 
him to do it. The circulation during the extreme 
pressure of 1847 was absolutely large, and only rela- 
iively small, — ^amounting, as it did, to about twenty- 
one millions ; while, in a few months after, the cir- 
culation had shrunk to about seventeen and a-half 



* ** Thoughts on the Separation of the Departments of the Bank of 
England." London, 1844. 
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millions, which, confidence having returned, was 
more than the wants of trade required. 

The panic having abated, the Bank of England 
reduced its rate of interest on 22d November, 1847, 
to seven per cent.; on 2d December, to six per 
cent.; on 23d December, to five per cent. ; on 27th 
January, 1848, to four per cent. ; on 16th June, to 
three and a-quarter per cent. ; and on 2d Novem- 
ber, to three per cent. Gold had continued to flow 
in, and so money again became abundant, and rate 
of interest low ; and, after a time speculation was 
resumed, almost as wild as the railway speculation 
that had preceded the crisis of 1847, but in the 
more recent case directed chiefly to the shipping of 
goods to foreign markets, and especially to the Aus- 
tralian colonies, — the gold discoveries of which had 
attracted the notice of all the world — ^the speculation 
being as widely diffused through the population of 
this country as the speculations of any former period, 
being distinguished by equal blindness, goods having 
been sent with as little regard to quality as to quan- 
tity, the prevailing notion appearing to be, that no- 
thing could go wrong, and that it was impossible to 
send too much. 

The events in question are of too recent occurrence 
to render it necessary for me to go into any detail 
regarding them. The speculation was accompanied 
by great apparent prosperity, which led to increased 
consumption, and to advanced prices of foreign pro- 
duce ; while in foreign countries no corresponding 
advance was obtained on the prices of our manufac- 
tures sent to them for sale; the balance of trade 
became unfavourable ; the foreign markets were de- 
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luged with our productioDS ; they would take no 
more ; gold alone they would take in payment of the 
balances owing to them ; the bullion in the Bank of 
England diminished; alarm was created; money 
became scarce^ and the hollow character of a great 
proportion of the prosperity which formerly seemed 
real, was now made apparent, and was proved to 
have been the result of blind speculation, prompted 
by abundant money and low rate of interest ; these, 
again, being the necessary results of the operation of 
the currency biU of 1844, which provides that when 
the exchanges are favourable, confidence high, and 
little money needed, then money is by every possible 
effort to be made more and more abundant. The crisis 
that followed in 1864 does not appear to have been 
distinguished by the intensity of pressure observed 
in 1847 ; and it is probable that the reaction will be, 
on that account, the more rapid, though what may 
be the course which the next general speculation will 
take, is stiU hid in the womb of futurity. 

But the pressure was not so severe as that of 
1847, — and it may be well to inquire as to the reason 
why it was so ; which I take to have been the conse- 
quence of the greatly increased supplies of gold, pre- 
venting that exhaustion of the Bank of England's 
stock of bullion which took place in former periods 
of panic; while it may also be well to inquire 
what effects, as regards the monetary system of 
the United Kingdom, are likely to flow from the 
great addition now constantly being made to the 
stock of that metal. These appear to me to be two 
in number — ^the one, that it will cause the issue de- 
partment of the Bank of England to be no longer a 
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source of gain to that establishment ; and the other^ 
that by causing money to be more and more abun- 
dant; it will tend more and more to promote specu- 
lation^ and caus^ fluctuations in general prices^ even 
more excessive than have hitherto prevailed. A 
notion has long been, and still is, pretty widely enter- 
tained, that even under a currency system such as 
exists in this country, the prices of commodities de- 
pend on the cost of producing gold ; and that, apart 
altogether ftom any increase in the quantity of 
money, a diminution in that cost would tend imme- 
diately to bring about an advance of prices ; — a no- 
tion which I hope it will not be deemed presumptuous 
if I pronounce it to be utterly visionary and worth- 
less. The supply of any commodity may be affected 
by a fall in the price below cost of production, but 
in determining the exchange-value or price of an 
article, tl^p cost of production forms no element; and 
we may rest fully assured of this, that when an ad- 
vance of prices happens to succeed an extensive im- 
portation of gold,' it is not because the metal com- 
prised in that importation was produced at a smaller 
expenditure of labour, but solely because it has been 
the means of bringing about an increase in the quan- 
tity of money held by people in this country, and con- 
sequently a fall in the rate of interest, and increased 
facility of borrowing, — thus leading to speculation, 
which, in its turn, becomes the cause of prices rising 
to a higher level, in the case of the articles on which 
the speculation may be directed. The greater the 
supply of money is, the greater will be the facilities 
of carrying on speculative transactions ; the higher, 
in all probabiUty, will the elevation be to which prices 
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will thus be raised; and the greater, accordingly, 
will be the fall, when the speculation fails, and reac- 
tion takes place. 

Under the present law, every ounce of gold im- 
ported into Britain may be said to form an addition 
to the currency ; and I think it must be apparent to 
every unprejudiced mind, that additions to the cur* 
rency of any country beyond what can be absorbed 
in its circulation, are the sure forerunners of specula- 
tion, — tending, as they inevitably do, to make money 
borrowable more easily and on lower terms. It seems 
probable, however, that the increased supplies of gold 
— though they wiU tend not only to give increased 
wildness to the spirit of speculation, and to cause a 
wider range between the prices prevailing before the 
collapse, and those to which they will sink after it, 
thus infusing still more of the lottery into trade — 
will tend to prevent that excessive scarcity of money 
which we have seen, on so many occasions during 
the last sixty years, to have been the cause of much 
suflfering to the people of this country ; or, in other 
words, will tend to make the crisis caused by the 
collapse of speculation, to fall with less intensity on 
parties engaged in departments of business uncon- 
nected with those in which the speculation may have 
prevailed : the reason being, that the stock of gold 
will hereafter, in all probability, be so large that no 
exportation ever required for the adjustment of an 
unfavourable balance of trade, will be sufficiently 
great to reduce that stock to such a point as to ren- 
der necessary a contraction of the circulation, or even 
(what is nearly as bad) to create much apprehension 
of it. This last feature will be decidedly advanta- 
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geous^ as, in all times bygone^ the evil has fallen with 
almost as much intensity on those who never deviated 
from their legitimate business, as on those who were 
concerned most deeply in speculation, — the evil being 
that, however undoubted might be the security one 
might be able to oflfer, money was, in very frequent 
instances, absolutely unprocurable. But the advan* 
tage resulting from this will be but a small compen- 
sation for the evil likely to flow from the increased 
supplies of gold (and consequently of money) in the 
impetus which they cannot fail to give to speculation, 
and in the still more gambling and hazardous cha- 
racter which, presuming the present currency system 
to be continued, they will inevitably confer on every 
branch of commerce. 

I have now completed my proposed sketch of the 
commercial history and currency systems of the United 
Kingdom during the last sixty years ; and though very 
imperfect, I think it must have served this end — ^that 
no one can have perused it without arriving at the con- 
clusion, that during no part of that period has the 
currency system prevailing among us been such as a 
friend of his country could wish to see perpetuated. 

The system which prevailed from 1797 till 1819 
was bad, as is shewn by the constant vicissitudes of 
the money market — money being at one time abun- 
dant, and speculation rampant ; and at another time 
scarce, and panic stalking abroad. The system which 
prevailed from 1819 to 1844 was worse : in as far 
as it tended to increase the fluctuations of the cur- 
rency, by making gold its standard, and thus causing 
it to contract as gold flowed out of the country ; 
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while the system introduced in 1844^ by causing 
every importation of gold to expand the currency, 
and every exportation of it to contract the curreacy, 
thus causing variations more sudden and more ex-- 
treme than previously, and by removing, at same 
time, from the hands of the directors of the Bank of 
England that rel&xing and counteracting power 
which they had offcen exercised with essential benefit 
to the British people, seems to have sunk deeper and 
deeper still — so as to create the idea that nothing 
worse can be devised, and to encourage the hope, 
that, having arrived at the worst, things will now 
mend. 

K"ever, in the history of man, was any measure 
ushered in with more flaming pretensions than the 
currency bill of 1844, and never was there a measure 
which more signally failed to reahse them. Colonel 
Torrens, one of the principal originators of it, an- 
nounced it to the world as a measure which would 
^^ eflfectually prevent the recurrence of those com- 
mercial convulsions, those cycles of excitement and 
depression, which, as Mr Loyd has so feUcitously 
explained, result from the alternate contraction and 
expansion of an ill-regulated circulation." And how 
has it operated ? Has it prevented the recurrence 
of commercial convulsions ? Eleven years have passed 
since it became law, and during that time we have 
had two convulsions. From 1819 till 1844, there '/^i, 
were three convulsions, being, on an average, one "TI- 
every eight and a-third years. Under the new regu- 
lation we have had one in every five and a-half r- 
years. There is thus no improvement as regards 
frequency ; and the most trustworthy evidence seems 
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to assure us^ that^ as regards intensity and duration^ 
there is none either. In this first pointy experience has 
proved the hollowness of its pretensions. — It was to 
put a check on improvident speculation : there it has 
equally failed. Speculation never was carried to a 
greater height than in 1846 and beginning of 1847 ; 
and though of a different character^ the speculation 
of later years has been scarcely less extravagant. — It 
was to guard against fluctuations in rate of interest : 
here no better fortune attends it. In 1847, the 
fluctuations in rate of interest were nearly three 
times as great as they were during the panics of 
1837 and 1839, under a system on which the present 
was sent forth as an improvement. — It was to dimi- 
nish bankruptcy : but, alas ! the years 1847 and 
1864 saw an amount, as regards both number and 
extent, which no former panic can surpass. 

In conclusion, the eleven years' trial of the cur- 
rency bill of 1844 has served to convince every in- 
telligent man, who has had opportunity of witnessing 
its operation, (special exception, of course, being 
made of those who, having predicted its success, are 
blindfolded by " consistency"), that it has proved an 
utter failure ; that in place of diminishing speculation 
and fluctuation, it has done all that any currency 
measure could do to increase these evils; and, in a 
word, that it is a measure erroneous in theory, and 
in practice utterly unsuited to the wants of a great 
commercial people ; a measure than which none ever 
afforded more signal confirmation to the truth of the 
profound remark of the first great ISTapoleon, that 
" if an empire were made of granite, political econo- 
mists would soon reduce it to powder.'* 
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My Lord Duke, — ^In the address you lately de- 
delivered to the students of the University of Glas^ 
gow, on the occasion of your inauguration as 
Lord Eector of it, you directed their special atten- 
tion to the subject of political economy, as one to a 
great extent still unexplored, and as offering a wide 
field for investigation and discovery. The remark 
I believe to have been prompted by a well-grounded 
convictipn, on your part, of the fallacious character 
of much that has been written by those calling them- 
selves political economists. The subject in question 
is one to which I also believe you have devoted that 
attention which its importance entitles it to ; and I 
expect, accordingly, that a communication professing 
to illustrate any of its departments, will be not un- 
welcome to you, and will receive from you a ready 
appreciation of its merits— if such it shall be found to 



Were my communication one of a merely specu- 
lative character, the above would form my apology 
for addressing your Grace ; but I may add, that I 
have another reason for doing so ; and I will frankly 
confess that I entertain the hope that my communi- 
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cation will be found to contain some practical sug- 
gestions^ important not only to the British nation^ 
but to the whole human race ; and I dedicate it to 
you, accordingly, in token of respect for the high 
intellectual qualifications which have placed you in 
the distinguished position you occupy in her Majesty's 
councils, and for the honoured name which you so 
worthily bear — a name illustrious in the annals alike 
of Scottish and of British history. 

When perusing, some time since, the minutes of 
evidence appended to the report published by the 
secret committee of the House of Lords appointed 
to inquire into the causes of the commercial distress 
of 1847; and how far it had been afiected by the 
laws for regulating the issue of bank-notes payable 
on demand, I observed two questions of a very im- 
portant character : the purport of the one being. 
Could the witness conceive any alteration ,in the 
banking system of this country which would prevent 
a total or partial failure of the harvest being attended 
with severe pressure on the mercantile community ? 
and that of the other. Could he conceive any altera- 
tion in the banking system of this country which 
would prevent that redundancy of money which the 
evidence laid before the committee had clearly indi- 
cated as the main cause of the overtrading and rash 
speculation by which the year 1847, and a few years 
immediately prior thereto, had been distinguished ? 
and the answer to each was, if I recollect rightly, in 
the negative. The witness did not conceive it pos- 
sible so to arrange our currency system that a failure 
of our harvest, total or partial, should cease to be a 
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source of pressure on the mercantile community, 
such as had existed in the year just gone by ; nor, so 
to adjust the supply of money to the exact necessity 
for it, as to prevent the existence at one time of a 
superfluity, directly tending to overtrading and rash 
speculation, and at another time, of a deficiency of 
it, as directly tending to diflFuse panic and to destroy 
mutual confidence among merchants. 

The soundness of the opinions so expressed I feel 
bound to call in question. 

As regards the former — I can easily see that a 
failure of the harvest in this country must be the 
source of a certain amount of suffering : first, to the 
agriculturists, who are thereby exposed to loss, to 
extent of the difference between the nett price ob- 
tained for the surplus produce of the harvest, and 
the nett price that might have been obtained for it, 
had it been an average one ; and, second, to the in- 
dividual members of the community, who are thereby 
exposed to loss, to extent of the difference between 
what they pay for provisions and what they should 
have had to pay had the harvest been an average 
one ; and, third, to the nation, viewed as a corporate 
body, who are thereby exposed to loss, to extent of 
the whole amount paid to foreigners for cost and 
carriage of provisions, beyond what would have been 
payable had the harvest been an average one, — allow- 
ance being made for the profit realised by members 
of the nation on the excess of goods furnished to 
these foreigners, beyond what would have been fur- 
nished had there been no unusual importation of 
provisions ; and also for the profits realised by mem- 
bers of the nation on the provisions imported ; and 
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addition being made^ or not being made^ to the loss^ 
for the expense of bringing home in British ships 
the provisions so required, accordingly as the men 
and the capital employed in the conveyance would, 
independently thereof, have been employed or have 
been idle : — but this, I think, embraces the whole 
amount of damage arising to the nation, and to the 
individual memb^s of it, from the calamity in ques- 
tion; and I am inclined to believe that there is 
nothing in it to lead to the fearful mercantile convul- 
sions which we have so frequently seen to follow a 
deficient harvest, — ^so frequently, indeed, that we have 
learned to associate the one with the other, and to 
fancy that the one is an inevitable consequence o£ 
the other, in place of being, as it is, only the conse- 
quence of the miserable currency system under which 
this country has so long groaned. Experience has 
not taught us that a loss of capital through the 
ravages of fire, or earthquake, or shipwreck, has any 
effect in deranging the manufacturing and commer- 
cial industry of the people; and neither would a loss 
of capital through the unfavourable out-turn of the 
harvest have any such effect, except for two mon- 
strous delusions still prevailing amongst us — one, 
that the presence of a certain quantity of gold is 
essential to the welfare of the nation ; and the other, 
that the best way to secure its presence is to adopt 
a course of procedure whose necessary consequence 
is to spread panic and bankruptcy over the length 
and breadth of the land. 

As regards the latter opinion, so far from its being 
impossiile so to arrange our currency that money 
shall never exist in excess of what the wants of the 
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community demand^ it appears to me that so to 
arrange it is a matter of very easy attainment^ ^nd 
that a system may be found of the most simple cha- 
racter, the adoption of which, by any country, will 
effectually protect it from all the evils which so ex- 
tensively flow from variations in the amount of its 
currency, by securing for it a currency defended 
equally against redundancy and against deficiency ; 
and to lay before you the details of such a system, 
is the object with which I now address your Grace. 

If this communication had been designed for your 
perusal alone, I would have considered a very few 
preliminary observations all that was required before 
proceeding at once to lay these details before you ; 
but it is designed also for the perusal of the general 
public; and believing, as I do, that the subject is one 
as to which the great mass of the people are still 
wandering in the very valley of darkness, I have 
thought it well to preface it with some chapters ex- 
planatory of the nature of capital, and of money, and 
of the difference between the two. In place, how- 
ever, of incroaching on your time by referring you to 
these, I will lay before you a brief outline of their 
general scope, and of the conclusions arrived at from 
the facts enumerated in them. 

In the introductory chapter, I have pointed to the 
fact that the commercial history of this country, for 
the last sixty years, has exhibited an unvarying 
series of cycles, distinguished alike by two remark- 
able features — one, the prevalence of great mutual 
confidence among merchants, leading to speculation, 
and advanced prices of commodities ; and the other, 
that of extreme want of confidence, leading to a rapid 

X 
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&11 in the prices of Gooatmodities from the height te 
which tine prevbua speculation had raised them* I 
have pFoposed as subject of inquiry^ whether saeh 
state of things is natural or artificial; anc^ okh- 
semriag that the former, or speculative period of 
the cycle, is always aocompaaied by an exeesa of 
m4oi^ beyond what is required £or conducting the 
operations of commerce; and that the lattev> ov 
paoie pmod, is always distinguished by seansity ot 
mon^, aa compared with what is necessavy for that 
purpose^ I have suggested as subject of coaside- 
ration^ whether such alternate over «> supply on 
shori-supply of money be not the consequence of a 
defect in our cmrrency system; and^ as the best 
means of obtaining distinct views on that subject, I 
propose that inquiry should be made into, the nature 
of capital and of money, and the difference between 
the two. 

In the next chapter, I have endea^our^ to ex-* 
plain the nature of capital, — ^the main object I had in 
view being to guard the reader against the error 
frequently fallen into, of confounding money with 
capitaL I have stated that capital consists only of 
commodities ^ and thai what is called moneyed capitak, 
and what is (^^6. propertied aapital, are one and the 
same thing: the difference between the propertied 
capitalii^ 2md the moneyed capitalist being simply 
this'^^that, while the former holds title-deeds of real 
or heritable property, the latter holds mortgi^^es; 
while the former has moveable or personal property 
in his shop or his warehouse, the latter holds the 
personal obligation of the former that he will aeeount 
to him for a certain portion of its proceeds ;: but that 
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money is not capital^ and that the dehifiion by which 
it hai» come to be regarded as such^ has been pro- 
dnetiye of a greater amount of evil^ and has done 
more to damage the morality of the Anglo-Saxon 
race in Britain and America^ and to retard their 
social progress^ than all the other errors of poli- 
tical economy — ^theoretical or practical — ^put toge- 
ther. I have stated that money bears the same 
relation to the capital of a nation that railway-tickets^ 
bear to the capital of a railway company* That the 
real oses of money are — to indicate the different 
degrees of estimation in which different articles are 
respectively held^ and to serve as a medium for faci- 
fitating the interchange g( commodities ; that a dis- 
regard of this fact^ and the consequent confounding 
of money with capital^ has formed the basis of all 
currency mismanagement ; and that it is the duty of 
every civilised government to provide the supply of 
money necessary for these purposes — ^that is, to pro- 
vide neither more nor less than is required, but so 
to regulate its issues that no one possessing capital 
should ever need to want money — ^that is, that the 
transactions of commerce should never be suspended 
from the mere want of the instrument of exchange, 
or circulating medium ; while, on the other hand, no 
one should require to pay interest for one money- 
token more than a regard to his own advantage 
induces him to retain in his possession. 

in the next chapter, I have endeavoured to trace 
the origin of what we have generally been accustomed 
to call money — that is, of the custom of using one 
commodity as the measure by which the values of 
all other commodities are estimated; and I have 
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endeavoured to illustrate the effects arising from an 
increase in the quantity of money in any country, 
by shewing how it would operate in two imaginary 
communities, among one of them the custom of 
lending at interest being unknown, but the other 
possessing banking institutions, and having all, or 
nearly all, their issues of money made through the 
medium of these ; and from the sketch so given, I have 
drawn the following conclusions : — 

Firsty That the notion entertained by Mr Hume, 
and which has been very generally adopted by sub- 
sequent writers, that an increase in the quantity of 
money in any country will, under all circumstances, 
have the effect of raising prices of commodities, and 
of lowering the value of money in that country, so 
that the increased quantity shall possess a total value 
exactly the same as was possessed by the smaller 
quantity previously existing, the value of every in- 
dividual piece of money, be it gold, silver, or paper, 
being diminished in a corresponding ratio — ^holds 
good only in the case of communities among whom 
the custom of lending money at interest does not 
prevail; and that, where the custom of lending 
money at interest does exist, an increase in the 
amount of money will not directly affect prices) of 
commodities, and will indirectly tend to raise them 
only in so far as it may have the effect of giving a 
stimulus to speculation. 

Second, That the notion held by Mr Hume, and 
which has been adopted by, I believe, all theoretical 
economists since his time, that an increase or a de- 
crease in the quantity of money has no effect in 
lowering or raising the rate of interest, is erroneous. 
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Men of practical observation hare always known it 
to be so ; and I have exhibited the false reasoning by 
which Mr Hume sought to prove that a change in 
the quantity of money should have no eflfect on inte- 
rest, and have shewn that his error lay in confound- 
ing change in quantity of money, with change in 
value of money, and in supposing that because 
the latter, as was evident, could have no effect on 
interest, therefore the former could have none 
either. 

Third, That the notion held by Dr Adam Smith, 
that any addition to the money of a country, its cir- 
culation being previously suiHcient, will not be ab- 
sorbed in its circulation, but will at once overflow, 
without producing any effect in raising prices of 
commodities or lowering interest of money, is partly 
true and partly false ; and further, that if the part of 
it which is false had, as he supposed it was, been 
true, then that which is true would have been false 
likewise. In other words, it is untrue that an in- 
crease in the currency will have no effect in raising 
prices or lowering interest ; and if it had been true 
that it would have no such effect, then it would not 
have been true that an addition to the money of a 
country would overflow — because, as I have explained, 
it is only in virtue of its effect in raising prices and 
in lowering interest that such overflow can be brought 
about. It is undoubtedly true, however, that no 
addition of money to a currency, already suffi- 
cient^ can be absorbed in it ; that the notion enter- 
tained by Mr Eicardo, and presumed by the framers 
of the curfency measure of 1844 to be sound — 
namely, that any amount of additional issues may be 
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abacurbed in the circulation of a country — is an utter 
delusion ; and that, on the contrary, such addition 
cannot be absorbed, but will continue to floaty aa it 
were, over the channel of circulation, forming a re- 
dundant currency, lowering interest^ promoting spe^ 
culation, raising prices, forming a constant source of 
dissatisfaction and loss to those on whom this redun^ 
dant money has been palmed, in exchange for real 
e^ital; and leading, in the end, io an enormous 
amount of evil, and that, too, without one grain of 
counterbalancing advantage, except the profit that 
may be made from interest on the redundant issues 
by the bank which made them — an individual profit 
bearing about the same proportion to the general 
loss as a bucketful of water bears to the mass of the 
oeean. And under this head I have endeavoured also 
to refute the error of those who maintain, wiUi Mr 
Tooke, that increased issues of money, and thi9 two 
conditions immediately resulting therefrom— namely, 
reduced rates of interest and increased facilities in 
borrowing — ^have no effect in promoting speculation 
or raising prioes ; and to shew that the belief, almost 
univeroaUy entertained, that increase of money does 
tend to promote speculation and raise prices, is con- 
sistent not only with observed facts, but with sound 
theory. 

Fourth, That the notion pretty extensiv^y pre-- 
vailing — not in this case among theorists, but chiefly 
among practical men~-that what they call a suffi- 
cient (that is, a redundent currency) is more favour- 
able to commercial prosperity than what they call 
a ^^ contracted " currency, is altogether delusive; 
that neither an expanded nor even an expanding 
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currency faaa any really beneficial eS&ct beyond what 
a merely suffioient currency would have; and that 
the appareftdy beneficial effidcts that flow from thd 
former are limited to this — ^that they serve to enrich 
the propertied capitalist at the expense of the moneyed 
capitalist^ and to alter the proportions in which the 
capital of the country is divided between theme the 
gain tliat accrues to the former, through the fall in 
value of money> being exactly balanced by the loss 
y^mh therefrom results to the latter. 

And the practical conclusion I have come io from 
the wh6le survey is this*^hat all vs^iations in the 
currency, are productive of evil; — ^not that^ as some 
theorists have imagined^ the amount should be fixed 
irrespectively of the duties to be performed by it ; 
but that it should be so regulated as to maintain <mn 
uniform and unvarying relation to the extent of 
duties devolving upon it^^-^that is^ that it should be 
never deficient as regards these, and never redun-' 
dant^ but should increase as the wants of the eom^ 
munity inor^aae^ and be instantly absorbed when the 
wants of the community for it have sO contradted ba 
render a smaller supply sufficient. 

The next chapter is devoted to cOnsidetation 
of the question^ how far the currency System of 
Great Britain^ now or heretofore existing^ possesses 
or possessed the qualifications above detailed as 
essential to a proper currency system ; add in the 
prosecution of this inquiry^ I have given a general 
outline of the commercial history of our country for 
the last sixty years, the leading inference therefrom 
being. this| that it has consisted of a series of cycles, 
each being distinguished at one part of its progress 
by a superabundance of money, and by its concomi- 
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tants — ^low interest and rash speculation; and at 
another, by deficiency of money^ and its concomi- 
tants — panic and bankruptcy. 

The period in question naturally divided itself into 
two portions^ — ^the one ending with the return of the 
Bank of England to specie payments^ and the other 
extending from that to the present time. 

In treating of the former division^ I have made 
allusion to the discussion which has arisen from the 
question^ whether the currency during the continu- 
ance of the bank restriction act was or was not 
depreciated. I have referred to Mr Tooke's very 
admirable ^^ Thoughts and Details on High and Low 
Prices/' as most unanswerably establishing the fact, 
that the high prices which during that period pre- 
vailed^ in some articles^ were the result, to a great 
extent, in every case, of diminished supply or in- 
creased consumption, (the speculation thus directed 
to them being encouraged and rendered wild through 
the operation of a redundant currency), and as ren- 
dering unnecessary any further remark from me on 
the subject. But as regards the question whether 
the high price of gold which prevailed during almost 
the whole of that period, was the result of scarcity of 
that article, or, as was held by the BulUon Commit- 
tee, of excessive issue of Bank of England paper, 
seeing that Mr Tooke has not considered it, (or in 
so far as he has done so, has done it from what ap- 
pears to me to be an erroneous point of view,) I have 
thought it well to examine the arguments by which 
it was sought to be proved that the high price was 
the result of over-issue of Bank of England notes; 
and the result of the inquiry has been to produce 
on my mind the conviction that the arguments so 
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used were of a singularly fallacious character, and 
utterly insufficient for the proof they were intended 
to afford; and that there is nothing in the history of 
the period to warrant any other conclusion than that 
the high price of gold was really the result of scar* 
city, and that the issues of Bank of England notes 
were no more excessive than they have been in every 
time of mercantile confidence for a hundred years 
back, during the whole of which, and a good deal 
longer, they have always been either deficient or re- 
dundant. 

1 have alluded to the excessive vagueness with which 
the term '* depreciation of the currency" has been 
always used, (except by those who, like Mr Tooke, 
use it merely to denote the difference between the 
mint and the market price of gold), and to the im- 
possibility of forming any correct opinion as to 
whether the currency at any given date is, or is not, 
depreciated, unless the precise dates be given with 
reference to which the depreciation is averred; and I 
Ixave shewn that, so far from the currency having 
been permanently depreciated during the period of 
the bank restriction act, there must have been many 
occasions during its progress when, so far from having 
been depreciated, it must have been very much ap- 
preciated, as regards the currency of previous and 
subsequent dates, — ^the peculiarity of the monetary 
:«ystems which have hitherto existed in the world, 
and especially in this country, being their liability to 
continual vicissitudes, so that prices are at one time 
raised, and at another time depressed, to an extent 
not warranted by any change in the relation between 
supply and demand in commodities. 

And, further, I have ventured to express doubts 
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as to whether die application of the term ^Mepre*^ 
ciated," to a carrency such as that of Great Britain 
has been for the last hundred years, be not altoge^ 
ther objectionable; and whether, when a carrency 
has for a lengthened period consisted almost entirely 
of money issued by bankers on loan, to borrowers 
paying interest for the loan of it, it has not come to 
form, in the long run, a mere scale of Talue, an index 
ehewing the estimation in which different oommodi^ 
ties are respectively held, — ^having ceased, as under 
these circumstances it undoubtedly does cease, to 
influence prices directly, or to raise or depress them, 
(which, under a system destitute of banking institu^ 
tions, it would do, in exact accordance with the in- 
crease or diminution of its quantity), prices heneefor-^ 
ward depending no longer on the quantity of money 
existing, but solely on the relation existing for the 
time being between the supply of, and the demand 
for, commodities with regard to each other, and in-^ 
crease in the quantity of money having no effisct in 
raising prices, except in so far as it may give an im- 
petus to speculation^ the rise of prices resulting from 
it being always exactly balanced by the fall that sue* 
ceeds its collapse ; — considering ti^ese things^ I have 
come to the conclusion that the term " depreciation'^ 
is inapplicable to the currency of the period in ques- 
tion, or to that which now exists amongst us; that 
these currendes have ceased to be susceptible of depre- 
4siation ; that redundancy of them may encourage spe- 
culation, and thereby temporarily raise prices;, that 
deficiency of them may create panic^and thereby tem-^ 
pararibf depress prices ; but that no increase in the 
amount of the currency will be of any avail in raising 
.the average level of prices, as prevailing through a 
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gerias of years ; and that, in fact, the curreacy then 
WM, and now is^ what philosophers have &r a hundred 
years, or longer, heen seeking to discover — ^a sdentifie 
eurrencff, defective only in the want of absorbing ap- 
paratus, and requiring nothing beyond the addition of 
sudi apparatus to render it almost a complete and 
perfect system. 

In treating of the second division of the period in 
question, namely, that extending from the resump- 
tion of specie payments to the present time, I have 
given a general outline of the changes in the laws for 
regulating the issue of bank'^notes, and have directed 
speoial attention to the currency measure of 1844. 
I have compared the pretensions with which that 
measure was brought forward with its actual per- 
formance* I have shewn that, in place of preventing 
alternate expansion and contraction of the currency, 
it has caused these alternations to be more frequent 
than they were under the system previously existing; 
that in place of checking speculation and panic, it 
has served to aggravate them ; and the general con- 
clusions to which a full consideration of the measure 
has irresistibly led me are*— that it is erroneous in 
theory, and in practice utterly unsuited to the wants 
of a great commercial people. 

Having thus arrived at the conclusion, that the 
currency system at present existing in the United 
Kingdom is unfitted for the purpose it is meant to 
serve, varying in amount, as it does, irrespectively 
of the extent of business to be conducted by it, con- 
tracting, when the necessities of business call for an 
expansion and expanding when observation tells that 
it is alr^dy redundant ; and having arrived at the 
further conclusion, that that purpose cannot be pro- 
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perly served by any currency whose expansion or 
contraction depends on the scarcity or abundance of 
any one article of merchandise^ in place of depend- 
ing on the extent of the operations to be carried on 
by means of it, — it was my intention to proceed, in 
the next chapter, to inquire how a currency might 
be best constructed to answer the end in view, that 
is, to maintain one uniform and unvarying relation 
to the extent of duties devolving upon it ; and as a 
satisfactory means of doing this, I proposed to take 
as the basis of my inquiry, the fact that, among the 
Carthaginians, a currency system of a scientific cha- 
racter seems to have existed, and to endeavour to 
trace the succession of steps by which they may have 
advanced from the rude system of direct barter to 
that more refined system of abstract money. But, 
considering that the present age is one holding prac- 
tice in higher esteem than theory; I have thought it 
judicious to dispense with this theoretical investiga- 
tion, and to content myself with detailing merely the 
result to which it brought me : and I will now, ac- 
cordingly, without further preface, proceed to lay 
before your Grace an explanation of the plan by 
which I propose to remedy the defects of our present 
system, and to secure for the British nation a cur- 
rency of a simple and rational character. The way 
in which I propose to do this, is to lay before you a 
draft of an act (which I hope, at no distant date, to 
see introduced into Parliament by your Grace) ; and 
though this may seem a somewhat circuitous course, 
I believe I shall thereby succeed in conveying a clear 
and distinct idea of the plan more easily, and within 
a smaller compass, than I could hope to do by 
attempting to give a general description of it. 
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DBAPT OF A PROPOSED ACT 

FORTH! 

ESTABLISHMENT OF A NATIONAL BANK, 

ABD FOR 

BETTER REGULATING THE CURRENCY OF 
THE UNITED KINGDOM. 



Whereas serious injury has occurred to the people of 
this realm, from fluctuations in the amount of currency 
therein, and whereas it is desirable that the amount 
of currency in the hands of the public should, at all 
times, bear one uniform relation to the necessity ex- 
isting for it. Be it therefore enacted, by the Queen's 
Most Excellent Majesty, by and with the advice and 
consent of the Lords Spiritual and Temporal and Com- 
mons, in this present Parliament assembled, and by 
the authority of the same, as follows : — 

I. That, at twelve o'clock on the night of Wednes- The priTii«ge of 
day the thirty-first day of December, one thousand iote?5ow°«ooy. 
eight hundred and fifty-six, the privilege hitherto ac- SLSm tocewe. 
corded to the Bank of England, the Bank of Scotland, 

the Bank of Ireland, and various other private, char- 
tered, and joint-stock banks, and banking companies 
throughout the United Kingdom, of issuing that de- 
scription of notes or bills, payable to the bearer on 
demand, commonly known as bank notes, shall cease : 
and that any banker thereafter issuing such note or 
notes, shall thereby subject himself to a penalty of 
per cent, on the amount of notes so issued. 

II. That, with the view of affording a supply of a National Bank 
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money for circulation throughout the kingdom, a Na- 
tional Bank shall forthwith be established, under the 
title of " The National Bank of the United Kingdom 
of Great Britain and Ireland.*' 

Tobemantffed HI- That this bank shall be managed by a Cashier, 
H^uiMb^tL Accountant, and such other oflScers as her Majesty 
Mi^esty, g|^^ g^^ g|. ^Q appoint, which officeiis so appointed by 

her Majesty shall be bound to conduct the affairs of 
under saperin. thc bank. Under the superintendence and control of a 
(^m'iStoeof Committee, wbieh Committee shall consist of a Presi- 
Paruament; ^^^^^ ^^ ^ choscu by hcr Majfisty, and of twelve Com- 
missioners, to be chosen by the members of the House 
of Commons, — all from among the members of that 
house. 

to whom they IV. That the officcrs of the bank, though appointed 
Bible; ''^®°" by her Majesty, shall be responsible for the due dis- 
charge of the duties devolving upon them respectively, 
and who alone to the foresaid Committee, which Committee shall alone 
to deprive any *' havc thc powcr of depriving said officers of their 
poiSment;'*^' scvcral appointments: it being specially provided that 
any officer, so deprived of his appointment, who shall 
any officer 80 de- considcr himsclf aggrieved thereby, shall have liberty 
rtght*oft?^ai of appealing from the judgment of said Committee, to 
coSmSiT* ^' *^** ^^ *^® House of Commons, who shall have power, 
should they see it fit, to restore said officer to the ap- 
pointment of which said Committee shall have deprived 
him : and, further, that any officer who shall so have 
been deprived of his appointment, and shall not have 
been restored to it as aforesaid, shall thereby be ren- 
dered disqualified from holding any appointment in 
said bank, without the special consent of said Com- 
mittee : Provided always that nothing herein contained 
shall be held as in any way interfering with the right 
her M^estj of her Maicsty to remove any officer of the bank from 

alone having the J J J ^ m 

power of promot- the officc that may be held by him, to any other office 

ing ilh>m one ^ f r ^ 

office to another, of which the emoluments shall be equal to those of the 
office held by him at date of said removal, or which he 
shall be willing to accept in lieu of the same. 
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V. That of the thurteen membera of said Committee, or theoommitteo, 
the President shall bold his appointment during her continue m office 
Majesty's pleasure ; and of the other twelve members, Majesty's piea- 
bat £4tall retire on the first day of January, iu each ^er^ei4,ibiir 
auGcesflive year, whose places shall be supplied by i^i^y^'st 
new members, to be chosen by the House of Commons, ^*°^"y» 
as aforesaid, and who shall not be eligible for re-elec- 
tion tiii ex{HU7 of twelve montiis from the date on 
which they shall have so retired : it being jpeeially 
provided that at each election of members of said Com- 
mittee, the member having fewest votes sbalL have 
his name placed at top of the list of members ; tba4) the 
member having most votes, shall have his name placed 
at bottom of the list of members; and that those having 
intermediate numbers of votes, shall have their names 
placed on the list intermediately — those with fewer 
votes being placed higher, and those with more votes 
being placed lower : the members periodically to retire 
from the Committee being always those whose names being the fonr 
shall stand highest in the list of members : And, in rre^t^ehmd 
event of any member of said Committee ceasing to be memben; any 
a member of the House of Commons, he shall cease to to^^oSS^ 
be a member of said Committee, and a new member coSSi?nM^**' 
shall forthwith be chosen in his place; he continuing, SaSiwof «» 
however, to be a member until such time as said new aSm nSnbSto 
member shall have been chosen : And, in event of a ^ ^^*^i 
dissolution of Parliament, the Committee shall continue and in case of a 
unchanged till a new House of Commons shall have paruament, the 
been convened, when new members shall, forthwith, ttiranSJpM'iia- 
be chosen to take the places of such members of said ^SmcouY^Si^ 
Committee as shall not be members of said new House 
of Commons: and the new members so chosen shall 
have their names added to the list of members of said 
Committee — the one having the smallest number of 
votes in the ballot for the election being placed at 
head of the list of new members, immediately below 
the list of former members ; and the one having the 
greatest number of votes in said ballot, being placed 
at bottom of the list of new members; and those 
having intermediate numbers of votes, being placed 



Digitized by VjOOQIC 




336 LETTER TO THE DUKE OF AB6XLL. 

intermediately in said list — all as heretofore pro- 
vided. 

The duty of the YI. That it shall be the duty of this bank to issue 

henk to consist 

In isBoing iMper- to all parties possessing the qualifications^ and upon the 

note%' conditions hereinafter mentioned, bank-notes, for the 

sums respectively of one pound, five pounds, twenty 

pounds, one hundred pounds, and one thousand pounds, 

and expjipsed in the folIo¥dng terms, namely : — 

©Note /or 
[Ten] Pounds SrEBUNa, 
Issited hy authority of the 
Commissioners of the Nor 
^10. tioTud Bank of the United £^^^ 

Kingdom of Great Britain 
and Ireland, 

(Signed) A. B^ Cashier. 
„ C. D., Accountant. 

liONDOir, lit /ctnuary 1867. 

to erery party YII. That notes, as aforcsaid, shall be issued to 
the NiSionai cvcry party being holder to extent of not less than [ten] 
of« ^ ; thousand pounds, sterling, in the National Funds, to 
ttJidSr"*"*** an amount not exceeding [ninety-five] per cent, of the 
•tock^^'hSd?* value of the stock so held by him, as the same shall 
be indicated by the average price of the said stock ruling 
on the London Stock Exchange during the week imme- 
diately preceding that in which the advance shall be 
made ; and who shall have had his name duly registered 
nrorided he shall in the books of Said National Bank, and shall have 

hare transferred - , ., • 

said stock to the transferred said stock to the names of the Cashier 

bank In trust; 

and Accountant of said bank, to be held by them in 

trust, and in security for the due repayment of such 

advances as shall be made on the same, and of the inte- 

the Cashier and ^^^^st ou Said advances, as herein after-mentioned: 

ba'S'kbdSi**^' Provided always, that in case the value of the stock so 

ISd rtJ^*ih2. ^®^^ ^^^^^ *' ^^y *'"^® ^^^ ^^ *^^* *^® margin between 

ever the amonnt 
advanced npon it 
:oeed 



ever the amount Jts market pricc in the London Stock Exchange, on the 
pw cS*onts average of the week immediately preceding, and the 



market value. 



amount advanced upon it, including interest, shall be 
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less than [five] per cent., the Cashier and Accountant 
shall be bound forthwith to dispose of the same, at the 
best price that can be obtained for it, and to place the 
proceeds at the credit of the party for whose account it 
shall have been sold, accounting to him for the surplus, 
after payment of the advances made upon it, or claim- 
ing upon him for the deficiency, compared with said 
advances^ as the case shall be. 

VIII. That each party who shall have had his name Each party 
registered as aforesaid in the books of said National ferredhl^ stocki 
Bank, and who shaU have transferred to the names of coun^opSiS'in 
the Cashier and Accountant thereof the stock held by **^® ^*^ ^«^«'*» 
him in the National Funds, as aforesaid, shall forthwith 
have an account opened for him in the ledger of said 
National Bank, against which he shall be at liberty to against wmch he 
draw such sum or sums of money as he shall see fit, ^^red^Iw, as^^ 
not at any one time exceeding [ninety-five] per cent, of see^AMo Lf**^ 
the value of said stock, as aforesaid, which money he Sding °" pw 
shall be at liberty to repay, and also to redraw and repay S? sawstock-^"* 
as often as he shall see fit; and on the balance remain- interest being 
ing at debit of his account, on the closing of the said baunce^ a't his 
bank each day, interest shall be charged at a rate cor- ^®^^* ^^ ^*^' 
responding with the rate of interest yielded by the said 
stock, at the average price born by it in the London 
Stock Exchange during a period of [ ] weeks 

immediately preceding the week in which said interest 
shall be chargeable, namely, if the average price of said 
stock shall have been such, during the said period of 
[ ] weeks, as to yield a return of more than 

two and nine-tenths per cent., and less than three per 
cent, per annum, then interest shall be charged on the 
foresaid balance at rate of three per cent, per annum ; 
if the average price, as aforesaid, shall have been such 
as to yield a return of more than three per cent., and 
less than three and one-tenth per cent, per annum, then 
interest shall be charged on the foresaid balance at 
rate of three and one-tenth per cent, per annum ; if the 
average price, as aforesaid, shiall have been such as to 
yield a return of more than three and one-tenth per 

Y • 
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and his aecovnt 
being credited 
with the diTl. 
dends on asid 
stock. 



cent, and less than three and two-tenths per cent per 
annum, then interest shall be charged on the foresaid 
balance at rate of three and two-tenths per cent, per 
annum, and so on ; the rate of interest chargeable on 
the amount advanced, rising or falling by intervals of 
one-tenth per cent, per annum, and being always as 
great as the interest yielded, as aforesaid, on money 
invested at the said market price in the stock held 
against it ; and the interest so arising shall be entered 
to debit of said account on the day on which the divi- 
dend shall become due on the stock held against it ; on 
which day the account shall, in like manner, be credited 
with the dividend due on said stock. 

Reports of the IX. That the Cashier and Accountant of said bank 
indreniation^ shall, ou somc day in every week, such day to be fixed 
fhe^Saxett!^^ by the Commissioners of Stamps and Taxes, transmit 
iSdyeax?!!"*'^^' to the Said Commissioners an account of the bank's notes 
in circulation at the closing of the bank on each day 
during the week ending on the next preceding Saturday; 
and shall, on some one day in every calendar month, 
such day to be also fixed by said Commissioners, trans- 
mit to the said Commissioners an account of the ave- 
rage amount of the bank's notes in circulation during 
the calendar month ending on the last day of the ca- 
lendar month immediately preceding; and shall, on some 
one day in every year, such day to be also fixed by 
said Commissioners, transmit to the said Commissioners 
an account of the average amount of the bank's notes 
in circulation during the year ending on thirty-first De- 
cember next preceding ; which several accounts shall, 
respectively, be published by the said Commissioners 
of Stamps and Taxes in the next succeeding London 
Gazette, Edinburgh Oazette, and Dublin Gazette, in which 
the same may be conveniently inserted. 



The principal 
office of the 
bank to be in 
London, with 
branches in 
Edinburgh, 
Dublin, and 
eliewhere. 



X. That the principal office of the said National 
Bank shall be established in the city of London, but 
that branches thereof shall also be established in the 
city of Edinburgh, in the city of Dublin, and in such 
other places throughout the United Kingdom as to her 
Majesty shall seem fit 
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I have now, My Lord Duke, laid before yoa a de- 
tail of the currency system whioh I suggest for 
adoption by the British nation ; and I flatter myself 
that these ten paragraphs will be found to embrace 
all, or very nearly all, that is required to- secure a 
currency fully adapted to the purpose for which it is 
designed ; — a currency which would fluctuate exactly 
as the transactions to be conducted by it should 
fluctuate; — a currency guarded alike against the 
possibility of redundancy, and against the possibility 
of deficiency; — and a currency which could not un- 
dergo depreciation, but which, would form a perfect 
scale for indicating the respective degrees of estima- 
tion in which different articles are held, the prices of 
which would rise and fall with respect to each other, 
exactly in accordance with the state for the time 
being of the relations between supply and demand ; 
that is, exactly as they would do under a system of 
pure barter. 

It is possible, however, that there may be some in 
whose minds the idea of currency is so intermingled 
with that of gold, that they may be unable to form 
any conception of the one apart from the other ; and 
who will announce their inabihty, " by any effort of 
their understanding, to form any other idea of a 
pound sterling, but a certain determinate weight of 
gold or silver." * But, should the influence of those 
labouring under that prejudice be so powerful as to 
prove a barrier to the adoption of the more perfect 
system above suggested, then a modification of it 
♦ Sir Bobert PeeL 
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may be easily made^ which should still regard gold 
as to a certain extent the basis of the currency, with 
this difference, as compared with the present system, 
that in place of its forming the standard of value, 
it should fluctuate in price like any other commodity, 
a pound still representing a certain quantity of gold 
but the exact quantity depending upon the stock 
actuaUy held in the country at the time. 

For the attainment of this object, it would only 
be necessiary that one of the foregoing sections of 
the proposed act should be altered, and that two 
should have certain additions made to them. 

For Clause VL, mpra, p. 386, it would be neces- 
sary to substitute the following : — 

The bulk to VI. That it shall be the duty of this bank to issue 

aue in ff!Sdf*^' to all parties possessing the qualifications, and upon the 
conditions hereinafter mentioned, bank-notes for the 
sums respectively of one pound, five pounds, twenty 
pounds, one hundred pounds, and one thousand pounds, 
and expressed in the following terms, namely — 

The NcUional Bank of the Untied Kingdom of 
Great Britain and Ireland promise to pay to the 
bearer, on demand^ cU their Office in London, [ ■ ] 
pounds sterling, in gold, at the prices mentioned on the 
back hereof 

By order of the Commissioners, 

{Signed) A. B^ Cashier, 

C, D,, Accountant, 
LoHoow, Itt January i 1867. 
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KETEB8E OP NOTE. 






Ateprieetobe 
regnUted bv tlie 


Wlien the Stod of Gold in the Trauma of 








stock in It* 
treeeuy. 


theBtnk 


Thia note duOl be pvaUe 




Shan exceed And duU not exceed 


in cold, It Oie price of 




— 100,000 OZ. 


£10 





peroz. 




100,000 oz. 200,000 „ 


9 





» 




200,000 „ 400,000 „ 


8 





>» 




400,000 „ 600,000 „ 


,7 





n 




600,000 „ 900,000 „ 


6 





n 




900,000 „ 1,200,000 „ 


5 10 





n 




1,200,000 „ 1,500,000 „ 


5 





»> 




1,500,000 „ 1,750,000 „ 


4 10 





»> 




1,750,000 „ 2,000,000 „ 


4 5 





» 




2,000,000 „ 2,250,000 „ 


4 2 


6 


» 




2,250,000 „ 2,500,000 „ 


• 4 





>» 




2,500,000 „ 3,500,000 „ 


3 17 


9 


» 




8,500,000 „ 4,000,000 „ 


8 17 


6 


» 




4,000,000 „ 4,250,000 „ 


3 17 





» 




4,250,000 „ 4,500,000 „ 


3 16 


6 


)) 




4,500,000 „ 4,750,000 „ 


3 16 





n 




4,750,000 „ 5,000,000 „ 


3 15 


6 


n 


* 


And at a farther reduction of sixpence per 


ounce 




for every additional quantity of 250,000 


ounces of 




gold contained in the bank treasury. 









To Clauses YII. and VIII., it would be necessary 
to make the following additions : — 

VII. That notes, as aforesaid; shall be issued in pay- The bank to 
ment for gold coin and bullion, which the bank shall be ^!^^l^f^ki! 
bound to purchase at a price one penny-halfpenny per 
ounce below the prices detailed in section sixth of 
this act, and shall further be issued on loan to every 
party [as formerly stated, mpra^ p. 336 ; and at end of 
the section to proceed as follows :] — Provided always, 
that the said bank shall, in every case, be entitled to 
require that such gold bullion as shall be offered to it 
for purchase shall be melted and assayed by persons 
approved of by the Cashier and A.ccountant thereof; at 



Digitized by VjOOQIC 



S42 LETTER TO THE DUKE OP ARGYLL. 

the expense of the parties tendering such gold bullion ; 
and further, that the said bank shall in no case be bound 
to purchase, or to pay its notes in, quantities of gold 
bullion less than sixty ounces each in weight. 

The interest on VIIL [At end of scctiou, supra, p. 338] — Provided 
•8 tS rtoii ©r always, that should the stock of gold bullion held by the 
gold diminishes. ^^^ ^^^ y^ ^^ ^^^ ^.^^ j^^^ ^^^ ^^^ millions, five 

hundred thousand ounces, the rate of interest payable 
on the balances of the accounts aforesaid, shall rise ac- 
cording to the following scale, namely— 



If the stock of gold la tbe tnuaxj of the 


Interest shall. 




baiikslwll,at the 


dodng of the bank 


the wetk immediately fbl- 


on iBj Saturday, be 


lowlnff, be chcrgnd .«D all 


Lentban 


And more than 


balances at rate of 


2,500,000 oz. 


2,000,000 oz. 


3^ per cent 


, per an. 


2,000,000 „ 


1,750,000 „ 


4 


11 


u 


1,750,000 „ 


1,500,000 „ 


4i 


11 


11 


1,500,000 „ 


1,250,000 „ 


5 


11 


11 


1,250,000 „ 


1,000,000 „ 


6 


11 


11 


1,000,000 „ 


750,000 „ 


7 


11 


11 


750,000 „ 


500,000 „ 


8 


11 


11 


500,000 „ 


300,000 „ 


9 


11 


11 


300,000 „ 




10 


11 


»j 



The alteration on Clause YI. would, I conceive, 
serve to meet the views of those to whom it may 
appear essential that a pound-note should represent 
a certain quantity of gold ; and the addition to Clause 
VIII. would serve also to meet the views of those 
who consider that the presence of a certain quantity 
of that metal on British soil is essential to the com- 
mercial prosperity of our country. But, for sake of 
the credit of British intelligence in the second half 
of the nineteenth century, I do most earnestly trust 
that no such alteration or addition may be deemed 
necessary. With a currency constructed according 
to the original plan above suggested, depredadan is 
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an impossibility ; and though, whatever currency sys- 
tem may be acted upon, times will occur when 
foreigners will prefer taking payment of debts in 
gold, to taking payment of them in our manufac- 
tures (whether from their markets being already 
supplied with them, or from their preferring to en- 
courage native industry, it matters not,) I think it 
must be obvious to every one who will lend an open 
ear to the voice of history or of reason, that there is 
no immediate connexion between an export of gold 
and any peculiar state of the currency, and that the 
cause of gold being exported is simply this — that 
foreigners, for reasons which to them appear good 
and sufficient, prefer to be paid in gold to being 
paid in goods. Under both of the plans now pro- 
posed the price of gold would rise, like the price of 
any other commodity, when the demand increased 
iand the stock diminished, so that the inducement 
now held out to foreigners, during a period of un- 
favourable exchange, to take goods in preference to 
gold, through the fall in the prices ojf the former 
artificially produced, would be in no way diminished 
under the new system, the difference being that in 
place of goods falling in price, gold would rise, but 
the result being the same — ^that goods would become 
cheap relatively to gold, and so hold out a premium 
on their exportation. 

The working of the system will, I imagine, have 
been made sufficiently clear by the details given in 
the foregoing draft of the proposed bill. 

Under it, the duties devolving on the mint would 
assume a new character, and would embrace the pro- 
duction of paper as well as of metallic money ; and 
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looking forward to the early adoption of a decimal 
division of our money, I presume the circulation 
would then consist of tokens of the following deno- 
minations : — 

One thousand poan<i3,\ 
One hundred pounds, / 
Twenty pounds, \ In paper. 

Five pounds, I 

One pound, j 

Five-florin piece, 6-lOths of pound, in pure gold. 
Florin, 1-lOth of pound, in gold alloyed with silver. 
Shilling, 5-lOOths' of pound, in pure silver. 
i,i Penny, 1-1 00th of pound, in silver alloyed with copper. 

Farthing, 1-1 000th of pound, in copper. 

The use of a superior metal in the coinage would 
render the metallic money more portable. The 

. ,?u(i.|- ^AO penny would then be equal to 2t4-10ths of our 
.... ( .'i :mu, present powiy, and the farthing would represent a 

/. fey/'u ,♦ / ('.i,..yalue l-25th less than our present farthing; but 
these would be the only changes, it being very de-r 
sirable that the pound should still continue the 
standard unit of our currency, — ^as a departure from 
it, even if it were to have substituted in its place a 
unit corresponding with one to be adopted by all 
Europe, would entail inconvenience greatly counter- 
balancing any advantage that could result from the 
change. The benefit that could be derived from the 
substitution of another unit for the present, even 
though its adoption might be universal, would be 
confined to the very limited number of those who are 
engaged in exchange operations ; and even to them 
would be productive of a saving of trouble so Uttle 
in excess of the saving of trouble which would result 
from the adoption of a decimal division of our money 
with the pound still retained as its basis, as to be 
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almost inappreciable : while the inconvenience that 
would result from the abandonment of the pound 
as our standard unit, would be one affecting every 
member of the community, and would prove, for 
fifty years to come, a source of inexpressible annoy- 
ance to the population of this country. The sove- 
reigns now circulating might continue to circulate 
for a time ; but it does not appear that any benefit 
would arise from issuing more, pound-notes forming 
a currency so incomparably more convenient. 

But, to return from this digression — the money so 
created in the mint would be issued entirely through 
the medium of the !N^ational Bank, with the head 
office of which in London, accounts would, of course, 
be opened by all the. bankers, as well as, probably, 
by many of the leading merchants of the metropolis. 
The duties of the officers of the bank would be of an 
extremely simple character, — being confined, as I 
would propose they should be, to supplying the wants 
only of parties dealing in large sums, so that the 
ledger of even the London office might not contain 
more than one or two hundred accounts, if so many. 
It would be desirable that it should open for business 
an hour or half-an-hour before the time at which the 
banking houses open to the public, to admit of their 
severally obtaining supplies of money to serve for the 
demands likely to be made upon them in course of 
the day. From that time till near the close of the 
business day, the duties of the cashiers or tellers 
would be very light, and would consist solely in sup- 
plying the wants of such merchants as might have 
accounts with the l^ational Bank, and who might 
not find it necessary to draw so early in the morning 
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as the banking houses would do^ and in giving addi- 
tional supplies to such bankers as might in the 
morning have underrated the amount required for 
meefting demands upon them. I would propose that 
it should^ also, be kept open for business for an hour 
or half an hour after the time at which the banking 
houses close to the public, to admit of their deposit- 
ing their surplus money; and with the view of sim- 
plifying the work, I would propose that no payments 
should be made, or deposits be received, (except in 
the closing of accounts,) for fractional parts of one 
thousand pounds. 

As regards the carrying out of the system over 
the country, it will be evident to your Grace that 
the greater the number of towns throughout the 
kingdom is, in which branches of the bank are 
estabUshed, the more favourable it will be for the 
private and joint-stock banks through which the 
banking business of the country will, no doubt, as 
hitherto, be conducted; as the fact of any such bank 
being at a distance from the government oflBce from 
which they drew their supplies of money, would ne- 
cessitate their having always in store an amount of 
notes sufficient to supply all contingent demands, 
which, as every note so held by them would expose 
them to a certain expense for interest, it would be 
very desirable to avoid; it being a most important 
feature in the proposed system, that no one should 
have to pay even one day's interest for money that 
was not absolutely required for conducting the busi- 
ness of the country. The fact of any such bank 
being at a distance from a branch of the government 
bank, would place it at a disadvantage with regard 
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• 

ijo other banks; and would, besides, incapacitate it 
for giving that interest on deposits, which under 
more perfect arrangements they would be able to 
allow. It would, therefore, be exceedingly desirable 
that a branch of the ISTational Bank should be estab- 
lished, not only in Edinburgh and in Dublin, but in 
^very manufacturing and commercial town, of any 
considerable trade, in the three kingdoms. The ex- 
pense attendant upon this need not be otherwise 
than vety trifling; as the duties connected with the 
ofiice covld easily be discharged by the distributor of 
stiamps in each town, and the addition thereby made 
to his labour would be so insignificant, that a small 
increase to his salary would afford him ample com- 
pensation. Except in some of the great commercial 
towns, where accounts might, perhaps, be opened by 
a few of the leading merchants, the business of the 
National Bank would be confined entirely to the 
supplying money to the private and joint-stock 
banks, so thkt only a small number of accounts 
would appear in the ledger of the local branch, and 
the duties of the agent would be limited to handing 
over every morning to, and receiving every afternoon 
from, the cashier or clerk of each of the banks in the 
town, so many thousand pounds of bank-notes. 

I have proposed that the rate of interest to be 
charged on all money advanced should be a fraction 
above the rate of interest yielded by money invested 
in government stock. In a country like Great 
Britain, or France, or the United States, where the 
most perfect confidence is reposed in the good faith 
of the respective governments, as well as in their 
ability to fulfil all their pecuniary obligations, it may 
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be held that the rate of interest so yielded repre- 
sents the real value of the use of money (capital)^ 
apart from considerations of risk. A decline in the 
rate of profit to be derived from the use of money 
will be immediately indicated by a rise in the price 
of the national funds; while a rise in the rate of 
profit will in like manner be followed by a fall in 
their price. And I think the arrangement proposed, 
by which it is provided that the interest chargeable 
on advances should fluctuate as the prices of the 
fiinds fluctuate, is fair and equitable; while the 
slight excess charged above the interest yielded by 
the funds, is too small to be felt as a burden by any 
one ; and, at same time, it should serve to yield an 
annual amount sufficient to cover the whole, or pretty 
nearly the whole, expense of the proposed iN^ational 
Bank. The present circulation of the kingdom 
amounts, it is supposed, to about sixty millions. 
The probability is, that from improvements in the 
modes of conducting business, every year will see it 
diminish ; but we may assume it as continuing at 
fifty millions, that being the amount of iN^ational 
Bank notes, which we shall accordingly suppose will 
form the circulation of the country. The rate of 
interest to be charged will, on an average, be one- 
twentieth per cent, above the rate yielded by the 
securities against which money is advanced; and 
one-twentieth per cent, per annum on fifty millions 
will produce a yearly revenue of twenty-five thousand 
pounds, which would go far to defray the extra ex- 
pense the country might be subjected to in carrying 
out the proposed system ; while the balance of in- 
terest received on account of notes in circulation. 
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amounting^ on an average^ let us suppose^ to three 
and a quarter per cent.^ would yield an annual re- 
venue of one million six hundred and twenty-five 
thousand pounds, and to that extent would serve to 
diminish the burdens of the nation. 

Under all the currency systems which the world has 
hitherto seen, the rate of interest has been regulated, 
not by the relation existing between the supply of 
loanable capital and the demand for it, but has been 
regulated, or at least to a very great extent affected, 
by the temporary over-supply or short-supply of 
the mere circulating medium ; but under the system 
now proposed, rate of interest would cease to be so 
affected, and would depend entirely on the natural 
regulator, namely, the state of the relation existing, 
for the time being, between the supply of, and the 
demand for, loans of capital, viewed in the abstract. 

But the power of issuing paper money is one that 
has, in many instances, been abused by governments, 
so that a prejudice exists in the minds of some 
against the very name of a government or national 
bank; while with others the objection is equally 
strong against the privilege of issuing paper money 
being confined to any one establishment, whether 
connected with government, or independent of it; 
and it may, therefore, be well to consider in how far 
the objections that have been so urged apply to an 
institution such as the one I have suggested. 

In an article on the " Eenewal of the Bank Char- 
ter,'' contained in the Westminster RevieWy vol. xvii., 
being the number for July, 1832, some objections 
are stated to the principle of a national bank ; and 
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in Mr Gilbart's '' Practical Treatise on Banking/* 
I find various objections enumer;ated against en- 
trusting the supply of paper money to any one esta- 
Hshment. From the very complete character of the 
latter work, I doubt not the catalogue in it embraces 
every objection, possessing anjrthing like plausibility, 
which has been made use of in connexion with the 
point at issue ; and I flatter myself it will be found 
that not one of the whole number will apply with 
any force to a national bank founded on the princi- 
ples detailed in the foregoing pages. 

It is objected to a national bank — First, " That 
it is idle to expect from its managers the same watch^ 
ful attention that is paid by the directors of the Bank 
of England." To which I answer, that the duties of 
the new bank would be of such a routine character, 
and so entirely mechanical, that nothing but wilfiil 
neglect could cause any deviation from the course 
prescribed. Second, '^A national bank could not 
carry on the business of discounting like the Bank 
of England." Undoubtedly not ! And it would be a 
very bad thing for Great Britain were its govern- 
ment to be reduced to taking up the business of 
bill-discounting. Third, *^ Government would be con- 
verted into a species of money scrivener, and be di- 
rectly implicated in the affairs of individuals." Yes, 
if it were to discount bills ; but not so by merely 
issuing notes to holders of the national funds, and 
on security of their stock in them. Fourth, "A 
national bank would be at all times subservient to 
the views of government." If by this be meant that 
any British minister in the nineteenth century would 
wish the officers of a national bank to furnish paper 
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money for the service of government, in a way not 
authorised by the law, the remark is unworthy of 
comment. The management of the mint has always 
been as much under the control of the government 
of the day as the new bank is proposed to be, and 
a great deal more so; but we have not heard, at least 
for the last hundred and fifty years, that the ministry 
have ever sought to assist the carrying on of govern- 
ment by debasing the coinage ; and there is equally 
little ground for apprehending that, in the case of a 
national bank, managed by officers responsible to, 
and removeable only by, a committee of the House 
of Commons, any ministry likely to exist in Great 
Britain, during the next hundred years, would seek 
to induce these officers to violate their duty by issuing, 
for the use of government, what would virtually be 
forged notes. 

It has been objected to a single bank of issue. — 
Firsty ^^ If we had only one bank of issue we should 
have sometimes too much money, and sometimes too 
little for the wants of trade." — This frequently hap- 
pens under the present system ; but under the plan 
proposed, such could never be the case, as the sup- 
ply of money would, at all times, be exactly pro- 
portioned to the necessity existing for it. 

Second, "One bank of issue would reduce the 
means of the country bankers to afford assistance to 
their customers, and hence cause great distress, espe- 
cially in the agricultural districts." — I will shew, 
hereafter, that no such result would follow to the 
country banks from the institution of a bank such 
as I propose; and that the loss sustained by these 
banks from the withdrawal of the privilege of issuing 
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notes^ would be very amply compensated by other 
advantages, which would flow to them from it. 

Third, "Bankers would be compelled to increase 
their charges/' — ^As explained in the preceding para- 
graph^ this need not take place^ as the adoption of 
the plan above recommended would tend rather to 
increase than to diminish the profits of the private 
and joint-stock banks. 

Fourth, '^One bank of issue would cause some 
of the smaller banking establishments to be discon^ 
tinned.'' — As stated in the two last paragraphs, the 
new bank would not reduce the profits of private 
banks ; but if some of the smaller banks were to be 
discontinued, and their places to be occupied by 
larger and stronger banks, it would be no loss to the 
community, any more than the driving the carriers 
and coach proprietors off a road by the side of which 
a railway may have been constructed. Individuala.. 
may suffer by it, but not the community at large. 

Fifth, "One bank of issue would lead to the 
substitution of bills of exchange, or some other form 
of credit currency." — By all means! provided, of 
course, that the law is not violated, and that the new 
form is more convenient than the old. 

Sixth, "With one bank of issue the reactions of 
the foreign exchanges would produce great and uni- 
versal distress, and yet not accomplish that constant 
conformity between the London and country circu- 
lation which is sought to be attained." — Under the 
proposed system, the only effects of an unfavourable 
exchange would be to raise the price of gold, and so 
hold out extra inducement to parties to send abroad 
goods in place of the precious metals; though, if 
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they should prefer to send the latter, the event 
would not long continue to be viewed in the light of 
a national calamity ; and the only parties who would 
suffer any distress in consequence of the reaction, 
would be those who were obliged to give an advanced 
price for the gold they might find it desirable to 
purchase. The London and the country circulation 
would always continue in exact conformity with each 
other. 

Seventh, " The establishment of one bank of issue 
would embarrass the fiscal operations of the govern- 
ment." — ^As will hereafter be explained, no such 
consequence would follow the establishment of a 
bank such as I propose, and the ability of the Bank 
of England to make temporary advances to the 
government would be in no way impaired. 

Eighth, *' The principle of one bank of issue cannot 
be applied to the various currencies of the United 
Kingdom." — As there would be only one currency 
for the United Kingdom, this is not applicable to the 
new system. 

From the foregoing enumeration, it will be ob- 
served that the objections to a national bank, and 
also those to a single bank of issue, are for the most 
part of a very unsubstantial character, and that not 
one of those quoted can, for one moment, be re- 
garded as bearing with any force against a national 
bank established on the principles I have laid down: 
so I have now, in addition, to explain in what ways 
the adoption of the proposed system would be likely 
to affect the different sections of the community. 

As regards the Bank of England, the currency 

z 
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biU of 1844 (7 & 8 Vict., c. 32), provided that, in 
consideration of exemption from stamp-duty on its 
notes, and other privileges enjoyed by it, the bank 
should deduct and pay to government £180,000 per 
annum of the allowance made to it for managing the 
public debt of the country ; and also, that on the 
expiry of its charter, without renewal, the bank 
should be entitled to demand payment of its whole 
advances to government. The privilege of issuing 
bank-notes being taken from the Bank of England, 
the deduction in question could no longer be de- 
manded, and the bank would be entitled to the full 
amount of remuneration for management of the 
national debt, stipulated by act, 48 Geo. III., c. 4. 
While, as regards the debt due to it by govern- 
ment, the directors might probably desire to let the 
amount be placed at the credit of their account with 
the national bank, to form the basis on which they 
should be enabled to draw such amount of notes as 
they should require for carrying on their discount 
business. Or, if they desired to hold only a smaller 
amount of government stock, purchasers would be 
very easily obtained for the balance* 

The issue department of the Bank of England 
would, of course, cease to exist, but the discount de- 
partment would continue its operations as before, with 
only this difference— that, in place of having notes 
handed to it, without reference to their ability to find 
employment for them, they would obtain from the 
National Bank exactly that amount which might be 
necessary for carrying on their business, — all notes on 
hand at the close of each day being returned to it. 
From the extent of its means, it would still, no doubt. 
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be the bank of the government. To it the govern- 
ment would stiU apply for such temporary advances 
as they might require ; it would still pay the divi- 
dends on the national debt, and to its keeping 
would be entrusted the sums of money collected by 
the oflScers of the revenue. On all advances to go- 
vernment it would be entitled to charge such rate of 
interest as might be stipulated; and of course it 
would be only just that, in return, it should allow 
interest to government when the balance on account 
current should be in favour of the latter, — the rate 
to be so allowed being, in* like manner, subject of ar- 
rangement between the Chancellor of the Exchequer 
and the bank directors. 

The withdrawal from the Bank of England of the 
privilege of issuing bank-notes would, of course, 
affect its profits, but probably not to the extent to 
which it might at first sight appear likely to do so. At 
present, it is at liberty to hold fourteen millions of 
government stock, and against that to issue fourteen 
millions of bank-notes,— all its other issues being re- 
presented by gold coin, or gold and silver bullion 
deposited in its vaults. As regards the latter class 
of issues, they are unattended by any profit whatever, 
but the former, it is evident, occupy a different posi- 
tion ; and if it can get them lent out, it derives inte- 
rest from the parties to whom they are lent, in ad- 
dition to the interest drawn from the government 
stock, against which they are issued. But for some 
time back, a very large proportion of the whole notes 
issued has been issued against gold ; and looking at 
the prospect of still more extensive importations' of 
that metal, it may reasonably be presumed that, in 
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time comings a proportion of the notes^ even larger 
than hitherto^ will be issued against it ; so there 
seems reason for believing that, under a continuance 
of the present system, the amount that the bank 
might be able to keep out, of interest-yielding notes, 
would come far short of the amount of fourteen mil- 
lions, which it is permitted to issue ; while, if allow- 
ance be made for the reserve of notes that must al- 
ways be kept unemployed, the bank's profits from 
this source are likely to undergo a gradual diminu- 
tion, so great, as to render the loss of the privilege 
of issuing bank-notes a loss involving only a com- 
paratively small amount. 

Under the system proposed, the notes used by the 
Bank of England would all be obtained on loan 
from the National Bank, interest being paid on them 
as would be done by any other banker or merchant, 
so that the profit to be made by the employment of 
them would depend entirely on the difference be- 
tween the rate at which they borrowed and that at 
which they lent, and on the skill they displayed in 
the selection of securities. They would, also, no 
doubt, be required to allow a certain interest on all 
deposits, at a rate, of course, lower than that which 
they charged on loans ; but in place of, as at pre- 
sent, keeping a certain proportion of their deposits 
constantly unemployed, and thus unproductive, no 
such precaution would be necessary, as their whole 
deposits would be at all times available ; and I am 
inclined to believe that the saving thus made would 
compensate the bank, if not wholly, at least to a very 
great extent, for the loss of the profit at present de- 
rived from her privilege of issuing notes, as well as 
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from the employment of her deposits ; so that^ in the 
end, its profits might come to be very little less than 
they would be under a continunce of the present 
system. 

As regards the Countrt Banks in England, the 
loss of the privilege of issuing bank-notes would, in 
like manner, entail a certain diminution of their 
profits, but only to a very small extent. There are, 
in England and Wales, 261 banks of issue (irrespec-* 
tively of branches), and as the amount of their con- 
joined issues is only about eight millions, the interest 
derived from which, after deduction of stamps and 
other charges, cannot exceed £240,000, the average 
profit to each cannot be more than about £1000 
per annum, — which, I feel satisfied, is much less than 
the saving that would accrue to them from their 
being exempted from the necessity they are now 
under, in the first place, of keeping a considerable 
reserve of Bank of England notes to provide for 
such of their notes as may be presented for pay- 
ment, and, in the second place, of keeping a large 
proportion of their deposits in the form of Bank of 
England notes, or in securities of the most con- 
vertible character, the former being totally unpro- 
ductive, and the latter nearly so, to provide for the 
sudden demands that their depositors may make 
upon them. It is true, that where banks are in 
the habit of re-discounting, then a certain portion of 
their reserve may take the form of mercantile bills; 
but the saving arising from such a practice is far 
more than counterbalanced by the danger, — the 
custom being one to which the downfall of most of 
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the banks that have from time to time given waY> 
is distinctly traceable. 

As regards the Banks in Scotland and Ireland^ 
a similar diminution of profit would also result to 
them from the loss of the privilege of issuing bank- 
notes. By act 8 & 9 Vict., c. 37, sees. 3 & 4, it 
was enacted that the Bank of Ireland should, during 
the continuance of the charter then granted, manage 
the public debt of Ireland, without expense to the 
nation ; and that, on the termination of the said 
charter, the bank should be entitled to repayment 
of the amount of £2,630,769, 4s. 8d., advanced by 
it to government. This privilege of issuing notes 
being withdrawn from the bank, its obligation to 
manage the public debt, without remuneration for so 
doing, will, of course, come to an end ; and as to the 
debt due to it by the government, its amount can 
either be placed at credit of the Bank of Ireland, 
in the books of the National Bank, as the basis on 
which it may acquire bank-notes for carrying on 
its business, or, if its directors should prefer it, it can 
be paid off in whole or in part. Each bank in 
Scotland and Ireland will, of course, become posses- 
sors of government stock to amount sufficient, at 
least, to give them the privilege of obtaining notes 
to an extent equal to that of their present circula- 
tion ; and for the use of these notes they will have 
to pay interest at rate of three and a-third per 
cent., or thereby, in place of getting them, as at 
present, for the mere expense of paper and stamps. 
This will indicate the extent of their loss through 
the adoption of the proposed system. But there is 
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gain to balance this. Hitherto every bank has been 
compelled to keep constantly on hand a quantity of 
gold, equal, on an average, to about one-third of the 
amount of their notes in circulation, and this, added 
to the expense of providing stamps, paper, printing, 
&c., for them, may fairly be assumed as carrying off 
one-half of the whole profit derived from their circu- 
lation. 

Then as to their deposits, on which all the Scotch 
banks, and, I believe, many of the Irish banks, allow 
interest, the profits to be derived from the use of 
these deposits must be greatly limited by the ne- 
cessity which prudence imposes of keepitig a certain 
proportion of them constantly unemployed. Various 
circumstances will, no doubt, act in deciding what 
proportion this reserve shall bear to the whole amount 
— such as, the opportunities of investment offering, 
the prospects of the money market, and so on ; but 
the professed rule is, that one-third of the whole 
deposits should always be kept in reserve, to meet 
such demands as may suddenly be made upon them ; 
so that, assuming the deposits held by any given 
bank to be three millions, on which they allow in- 
terest at rate of two per cent., or, in all, £60,000 per 
annum ; while they lend out two millions, at rate of 
four per cent., or <£80,000 per annum, — ^the profits 
from the deposits would appear to be only £20,000 
per annum ; to which, however, may have to be 
added the interest that may be derived from such 
part of the reserve as may have been invested in in- 
terest-yielding government securities, or from which 
may have to be deducted the loss made by the re- 
sale of these government securities, when the aspect 
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of business becomes such as to render it desirable 
that the whole means of the bank should assume a 
form in which they should be immediately available. 
. Under the system now proposed, the position 
occupied by the banks with regard to the use of 
their deposits^ would be a much more favourable 
one; as their whole reserve might be constantly 
producing interest^ and at same time be available 
for payment of their depositors at a moment's notice^ 
and without exposing the bank to loss or expense of 
any kind^ — ^in place of being, as at present, either 
totally unproductive, or, if productive, made so only 
by running the risk of having deposits demanded 
payment of without the previous warning necessary to 
admit of the securities being realised, and thus expos- 
ing the bank to the danger of being unable to meet its 
liabilities ; and subject, also, to the additional risk of 
being compelled to realise at a loss on the price at 
which the investments may have been made, — so that^ 
whereas, in the one case, the profit of the banks is 
limited to what they can make from the employment 
of two-thirds of their deposits, in the other, every 
pound deposited with them, even for a day, would 
be a source of gain ; and the consequence would be, 
that were the interest allowed on deposits to be no 
higher than that hitherto customary, the extra gain 
made by the banks upon them would very far ex- 
ceed the loss to which they may have been exposed 
through being deprived of the privilege of issuing 
bank-notes. It is probable, however, that competi- 
tion among banks would induce them to fix a higher 
rate of interest than it has hitherto been common to 
^low, as the difference between what they allow and 
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what they would have to pay to the Ifational Bank 
for the mouey^ would be all clear gain. 

In looking over the system proposed in this letter^ 
it wiU not have failed to occur to your Grace, that it 
bears a certain resemblance to the system of banking 
which has been established for the last seventeen 
years in the State of New York; and as that system 
has been much commended, it may be well, here, to 
make a passing allusion to it. The leading features 
of the system in question are these : — ^That bank- 
notes, to be legally issued within the State, must be 
obtained by the banks of issue from the Comptrollers 
of the State, by whom they must be countersigned, 
numbered, and registered; no bank can obtain them 
till such time as they have transferred to the Comp- 
troller a portion of the public stock of that State, 
equal, at its current market value, to the amount of 
notes to be delivered by him to the bank, or public 
stock for one-half of the notes, and bonds or 
mortgages upon real estate for the other half; the 
bank must, through their authorised officer, sign the 
notes so delivered to them, making them payable on 
demand at their place of business ; and after this, 
they may be lawfully circulated as money. Further, 
in case of the issuer of such note refusing to redeem 
it, on lawful demand, at his place of business, between 
the hours of ten and three o'clock, by paying it in 
the money of the United States, the holder may 
cause the same to be protested for non-payment by 
a notary public; the Comptroller, on receiving notice 
of the protest, is bound to call upon the issuer, by 
written intimation, to pay the note ; and, in event of 
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his failing to do so within ten days thereafter, the 
Comptroller (unless he be satisfied that there is a 
good and legal defence against the payment of such 
note or notes) has to give notice, in the State paper, 
that all the circulating notes issued by the bank in 
question will be redeemed out of the trust securities 
held by him for that purpose ; and he is bound, ac- 
cordingly, to divide the fiinds realised from the sale 
of the said securities, rateably among all the notes^ 
whether protested or not, put in circulation by the 
said bank. 

!N^ow, in so far as concerns the basis on which the 
notes are issued, each of the systems provides almost 
equally well for the security of the holders of the 
notes : — the American system not so well, however, 
as that I have recommended ; in so far as it seems to 
make no provision for a &.11 in the value of the secu- 
rities held against the notes. But that they do both 
provide, better or worse, for the safety of the note- 
holders, seems to be the only point in which they 
resemble each other ; and it certainly appears to me 
to be the very point, in the whole circle of banking 
affairs, which least calls for legislative interference,—- 
all that is necessary for the most perfect attainment 
of that end being, as is shewn by the history of bank- 
ing in Scotland, to "let it alone," and leave the 
people to provide banks for themselves. England 
and Ireland illustrate the evils of government inter- 
ference, and Scotland the advantages of its non-inter- 
ference, in the formation of banking institutions ; so 
that the people of America might have attained all 
the security they get through the somewhat compli- 
cated machinery above described, by merely adopting 
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the plan^ which has long existed in Scotland^ and now 
exists also in England and Ireland^ of having bank- 
ing companies with numerous proprietaries and ex- 
tensive capitals. In all respects except the one above- 
mentioned^ the two systems are essentially different ; 
and^ indeed^ it does not appear that the American 
one is in any single point of view superior to that ex- 
isting in the United Kingdom^ unless it be this, that 
the banks are not limited by law as to the amount 
of notes they should issue. But, in practice, this 
freedom from limitation cannot be of much import- 
ance; as, being bound to pay their notes in gold, it 
follows, of course, that there, as here, no sooner does 
the balance of trade turn against the country, and 
gold begin to be exported, than alarm prevails, and 
every bank contracts its circulation as much as it 
can do consistently with its own safety. There ap- 
pears, accordingly, to be in this American system as 
complete an absence of elasticity in those circum- 
stances in which expansiveness of the currency is most 
required, as in the system presently prevailing among 
ourselves ; while the general tendency of each must 
be about equally great to promote speculation, by 
making money abundant when gold is flowing in, 
and to create panic, by making money scarce when 
gold is flowing out. 

The plan described in the foregoing letter seems 
to differ from all former currency systems (that I 
have heard of) in these respects : — 

That whereas, in all former systems, money and 
capital were confounded together ; in this, the line 
of demarcation between the two is clearly marked — 
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money being no more regarded as capital^ but simply 
as a contrivance to facilitate the interchange of com* 
modities ; inherent value being no more necessary to 
money than to railway tickets ; and money bearing 
the same relation to the mercantile transactions of a 
nation^ that tickets bear to the passenger traffic of 
a railway company : — 

That whereas^ in all former systems^ the abun- 
dance or the scarcity of money were viewed as the 
evidences^ respectively, of a prosperous or adverse 
state of commercial affairs ; in this they appear only 
as evidences of human mismanagement : — 

That whereas, in all former systems, the extent of 
the supplies of money was regulated either — Ist, ac- 
cording to the necessities for capital of those who 
issued — as has always been the case with paper 
money issued by governments, to whom the time 
for curtailing their issues never came, so long as 
they wanted the means of provisioning their armies, 
and found that further issues supplied the deficiency : 
or 2d, according to the necessities for capital of 
those who borrowed — ^as was the case with the Bank 
of England during the continuance of the restriction 
act, when the bank directors propounded it as an 
axiom, that notes could never be issued in excess, so 
long as parties could be got to pay interest for the 
loan of them, and to give satisfactory personal secu- 
rity for their repayment : or Sd, according to the 
increase or diminution in the stock on hand of a 
certain commodity called gold — as is the case in 
Great Britain; in France, in the United States, and 
in all countries where a specie currency prevails, or a 
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currency expanding or contracting as a specie cur- 
rency would do : — 

In this the extent of supplies is regulated in exact 
accordance with the extent of necessity existing for 
it on the part of those who possess the capital or 
commodities, to facilitate the interchange of which 
is the sole function of money, and du£ provision is 
made for the immediate absorption of whatever money 
may be in the hands of the public beyond thai 
necessity. 

Under such a system depbeclation would be an 

IMPOSSIBILITY. 

I have now, My Lord Duke, endeavoured to lay 
before you a simple detail of the plan which I have 
to suggest to her Majesty's Government, and to the 
British people, for the future regulation of the cur- 
rency of the United Kingdom ; — a plan which, I 
think, I am warranted in believing would provide a 
monetary system, secured equally against the evils 
of redundancy, and against the evils of deficiency ; 
and a plan founded on the plain and obvious prin- 
ciples of common sense. 

I have also endeavoured to explain in what ways 
the adoption of the proposed system would be likely 
to aflfect the Bank of England, and the other bank- 
ing institutions of the three kingdoms ; and to shew 
that, as regards the Bank of England, the injury it 
would sufier from its adoption would be very trifling ; 
and that as regards the other banking institutions 
of the country, the advantages would greatly pre- 
ponderate over the disadvantages. 
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I have only farther to explain, how it would be 
likely to affect the general conoimunity. And on this 
subject I will merely remark, that I believe it would 
prove the source of incalculable good, without one 
grain of counterbalancing evil. It would maintain 
a uniform and unvarying relation between the supply 
of money and the amount of exchanges to be effected 
by means of it ; — it would ward off all those evils to 
which we have been subjected through variation in 
the amount of circulating medium ; — ^it would pre- 
vent all that undue speculation which has hereto- 
fore resulted from the creation of money, irrespec- 
tively of the necessity existing for it as the instru- 
ment of exchange, as well as that which has resulted 
from the ruinous depression of prices, consequent ou 
every panic in the money market ; — ^it would confer 
a safety on the transactions of commerce hitherto 
unknown; — and in attaining these most important 
ends, it would lead to a gradual, but sure abandon- 
ment of that system, which the hazardous character 
conferred upon commerce by our wretched currency 
laws has rendered general amongst us, of carrying 
on nine-tenths of our trade on borrowed capital — a 
system which has gone far to convert business into a 
lottery, and to place the transactions of commerce on 
a par with those of the gaming-table ; — and it would, 
finally lead to the adoption of a system, under which, 
through the formation of numerous joint-stock com- 
panies, or co-operative associations, the whole trade 
of the country will be conducted on the capital of 
those by and for whom it is carried on, a change 
which, sooner or later, will come, and which will 
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bring with it consequences of unrivalled importance, 
inducing, as it will, a state of society immeasurably 
superior to that now existing, as regards progress in 
national wealth ; and still more remarkably superior 
to it, in its beneficial influence on the moral and in- 
tellectual character and general social welfare of the 
British people, 

I have the honour to subscribe myself. 
My Lord Duke, 
Your Grace's most obedient. 

Humble servant, 
A BRITISH MERCHANT. 



the end. 
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